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I INTRODUCTION

1.1 Purpose and Scope

Over the past decade, non-core resources have emerged as a substantial funding source for
UNDP s programmes. The increase in non-core funds, concomitant with a steady decline in core
funds, has spurred an extensive debate within UNDP as well as with the members of its Executive
Board. At the heart of the debate is the role of non-core funding in furthering UNDP' s mandate
and its relationship with the development of national capacities, particularly in countries with
large amounts of non-core.

The issues examined present themselves within the context of a rapidly transforming UNDP.
Over the past few years, UNDP has undergone a major transformation with the introduction of
Results Based Management (RBM), the Strategic Results Framework (SRF) and the Multi-Y ear
Funding Framework (MYFF). The Administrator also presented his new vision for the

organization in his “Business Plans 2000-2003: The Way Forward”.

strategies both are influenced by, and need
to take account of, the rise in non-core
funding.

To explore and address these issues, the
Executive Board of UNDP in its decision
98/2 requested the Administrator to
submit a the annua sesson 2001 “an
evauation, in  consultation  with
programme countries, relevant units of the
United Nations system, and with members
of the Board, on al aspects of the
activities funded by non-core resources,
including government cost sharing, and on
their impact on nationa capacities
particularly concerning the modalities
applied by the United Nations
Development Programme.”

The Terms of Reference (TOR) for the
evaluation are contained in Annex A. The
main purposes of the evaluation are (1) to
better understand the attributes of non-
core and to analyze UNDP s experience in
relation to these attributes, and (2) to
identify some key consequences for the
organization. Some of the consequences
touch upon the relationship between core

These new tools and

Executive Board Decision 98/2:

“[The Board] expresses deep concern on the decline in core
resources and the negative impact of this decline on the
future work of the United Nations Development Programme
and...requests that, when the United Nations Development
Programme develops, implements and manages activities
funded by non-core resources, in an integrated, transparent,
flexible and accountable manner, the additional costs
resulting from non-core funded activities be fully recovered
and requests also that these activities and their support costs
be systematicaly identified in the cooperation
frameworks...

...[the Board] requests the Administrator to submit to the
Executive Board at its annual session 2001 an evaluation, in
consultation with programme countries, relevant units of
United Nations system and with members of the Board, on
all aspects of activities funded by non-core resources,
including government cost sharing, and on their impact on
national capacities, particularly concerning the modalities
applied by the United Nations Development Programme;
[and] decides to keep the trends and impact of non-core
resources under close review and to this end requests the
Administrator, in the context of hisannual report to provide
comprehensive information thereon, including on their
amount, origin, destination and influence on
programming.”*

* Thefull text of Decision 98/2 is attached in Annex B

and non-core funding and bring to the fore issues germane to UNDP sinternal organization, such
as its capacity to mobilize effectively non-core resources, to function and deliver efficiently in a
competitive environment, to coordinate with third parties and to align its micro-level activities
with its macro mandate.
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From January to May 2001, a team of three consultants assisted by a research analyst undertook
the evaluation. In order to provide UNDP and the Executive Board with a clear analysis of
UNDP non-core activities and their value added to the development mandate of the organization,
the evaluation team was asked to complete the following four tasks:

1) Analyze the trendsin the various non-core modalities applied by UNDP and review the
key issuesinvolved;

2) Highlight the lessons learned from the above analyss;

3) Identify successful experiences and their potentia for replication; and

4) Explore the existing concepts of implementation/execution and make operational
recommendations on their role vis-a-vis the organization’ s shift towards a more policy-
oriented role.

1.2 Overall Methodology

The team began its work in New York in January 2001 with initial briefings with the UNDP
Evauation Office (EO). Next, and in order to acquire an understanding of the issues surrounding
the non-core funds, the team conducted in-depth interviews with the Administrator, the Associate
Administrator, senior UNDP managers and representatives of the concerned bureaux and units,
and the United Nations Office for Project Services (UNOPS). In addition, the team attended an
informal meeting of the Executive Board in January 2001 on the subject. The team also met with
members of the DEX (Direct Execution) evaluation © ensure coordination and incorporate as
appropriate the findings and conclusions of that evaluation as required by the TORs. Annex C
contains alist of those consulted during the evaluation.

During its time in New York, the team conducted a desk review of all pertinent materias,
documents and relevant Executive Board Decisions. Financia data for the period 1996- 2000 was
analyzed to highlight trends in norncore and core funding. A dedicated web-site was set up by
EO for the team to exchange documents and communicate, particularly during the country visits.

Finaly, the evaluation included a number of country visits. The countries were selected to reflect
adequate geographical representation, an appropriate mix of country typology (Less Developed
Countries [LDC], Middle Income Countries, Net Contributor Countries [NCC] as well as
countries with varied amounts of non-core funds). The countries visited were Brazil, Bulgaria,
Honduras, Laos, Niger, Pakistan, Saudi Arabia and Zimbabwe.

Char acteristics of Countries Visited
In millions US$

Country GDP per capita ($) HDI Core (yr.2000) Non-core (yr. 2000)
Bulgaria 1,872 0.77 0.91 13.72
Brazil 4,500 0.75 0.24 194.79
Honduras 722 0.65 3.25 41.79
Laos 421 0.48 410 9.55
Niger 285 0.29 523 0.56
Pakistan 511 0.52 7.12 2.88
Saudi Arabia 6,516 0.75 0.00 2.74
Zimbabwe 703 0.56 4.22 2.39

Source: UNDP, Human Development Report 2000
Comptroller’s Office, Bureau of Management
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1.3 Data Collection and Analysis

Country Vidts

The team spent a substantial amount of time on country visits. These visits were critica for the
team to obtain information and insights from an operationa perspective. As mentioned above,
the countries visited represented an appropriate mix of country typology.

In each country, members of the team held extensive meetings with the country office
management and staff. They aso met with representatives of national governments, NGOs,
donor agencies, International Financial Ingtitutions (IFls) including the World Bank, and United
Nations (UN) Agencies.

Subsequent to each country visits, an informal country report was prepared. These report
constituted the main source of information and analysis for the preparation of the main evaluation
report.

Desk Review

During the period February to April 2001, a research assistant was assigned the tasks to (1) gather
financia information on core and non-core for the period 1996-2001; (2) develop databases to
store and anayze the information collected; and (3) carry out a series of descriptive anayses of
the data provided and generate appropriate charts and graphs to feed into the evaluators work.

The major sources of data to support the descriptive analysis included the Project Financia
Management System (PFMS) reporting database, the Integrated Management Information System
(IM1S), the EM1 reporting database and the SRF/ROAR database (Results-Based Management
System—RBMYS). The primary tool of analysis was the use of Microsoft Excel spreadsheets.
The results of the analysis are attached in the financial attachment immediately following the
Recommendations of this report.

It should be noted that the gathering of adequate financial data has been a particularly chalenging
exercise, as UNDP's financial corporate systems are not geared towards easy anadysis. The
subject is further addressed in the appropriate section of this report.

. ANALYTICAL FRAMEWORK

The evaluation was conducted in a prospective manner, taking into account: (1) the ongoing
transformation effort underway within UNDP as it relates to the subject; (2) the effect of a
changing development aid environment on UNDP; and (3) the role and the importance of non-
core resources for the organization.

The findings and recommendations of the evaluation are intended to provide useful inputs to the
organization as it defines its strategy and policy for non-core funds.

2.1 UNDP’sTransformation

Over the past severa years, UNDP has instituted a series of change processes designed to help it
become a more focused and results-based organization. A guiding principle of these processes
has been to retain a country-driven focus that responds to the needs and priorities identified at the
country level. UNDP is changing in large part in response to the pressure it feels from the
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development aid market, which has become more and more competitive, results oriented and
demand driven. Concomitant with this evolving market, and a contributing factor for change, is
the profound dteration in UNDP s own funding Situation.

Central to the transformation of UNDP is the introduction of a Multi-Y ear Funding Framework
(MY FF), intended to serve as a building block in the application of results-based management in
UNDP. Thefirst MY FF for 2000-2003 was presented to the Executive Board of UNDP in 1998,
setting a four-year frame for the intended work of the organization. It consists of a strategic
results framework (SRF) and an integrated resource framework (IRF).  The SRF provides a
broad frame of reference for UNDP strategic development goals. It is designed to be the primary
planning instrument to capture UNDP s mgjor areas of intervention and the broad development
outcomes to which the organization is contributing to at the country, regional and global level.
The |RF establishes a coherent framework for the allocation of financial resources, both core and
non-core, including programme, programme support, and administrative costs in support of the
intended outcomes.

The MY FF was designed to provide a more predictable core-funding framework for UNDP and a
coherent framework for linking core and non-core resources with planned development outcomes.
It also presents a framework for resource mobilization.

The Administrator’'s Business Plans 2000-2003 reaffirm the principles of RBM and the need for
UNDP to meet the new array of challenges faced by governments, particularly in the area of new
policy frameworks and ingtitutional development. They set out specific goals for the organization
and a strategy to achieve them. At the heart of the Business Plans is the emerging vision of a
more upstream UNDP, responding to the needs of programme countries and helping them
“overcome their development challenges through swift, high quality support n proven areas’.
The strategy behind the vision of the Business Plans is now being implemented in the
organization through: development of strategic partnerships to create new development
opportunities; internal restructuring and decentralization to align staff profiles and capacities with
the evolving organizational needs; building of internal communication and knowledge-based
systems and networks, embedding a culture of accountability for results; and aignment of
resources behind the targets established in the MY FF.

2.2 The Changing International Development Aid Market

UNDP s trangition is taking place within the context of an evolving international development aid
environment. Since the early 1990s, this market has been characterized by a sharp shift away
from aid as entitlement towards an emphasis on results and performance. This shift is affecting
both the core and the non-core segments of UNDP funding, putting pressure on the organization
to emphasize effectiveness and results. Within this context, the non-core segment can be viewed
as a specia category regulated by its own ingtitutional frameworks and motivations. Underlying
the growth of non-core are supply and demand factors: on the supply side are the specific policy
interests of donors, bilaterals and multilaterals, who, in pursuit of their respective political

mandates, supply financing, grants and performance incentives to achieve their objectives.
Hence, they promote their “own” projects largely in the thematic areas of their choice and are
willing to develop partnerships with UNDP in that context. On the demand side are requests of
governments to finance or co-finance their own programmes and projects, within a specific policy
framework.

Programme countries are enjoying a greater choice in terms of organizations that can help them

manage and implement development initiatives. In turn donors have a greater choice when it
comes to channeling their development resources. Choice requires agencies such as UNDP to
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become more competitive. In the development aid business, the elements that make an agency
more attractive or competitive are responsiveness to clients' needs, technical ability, speed of
delivery, cost-effectiveness, transparency and accountability.

From all evidence, non-core funding will continue to grow and will continue to put pressure on
the traditiona institutional aid environment. For UNDP, that will mean change and adaptation to
a dtuation that is competitive and focused on performance, results and effectiveness. An
important element of this change is the need for the organization to position itself and establish
strategic partnerships for common development outcomes in order to attract funding that may
otherwise go elsewhere.

The ability of UNDP to adapt and compete in this new environment is closaly linked to the
further upgrading of its technical and managerial capacity and the use of performance-driven
incentives.

2.3 Challenges of Non-Core Growth for UNDP

Over the past severa years, UNDP's core funding has declined in absolute and relative terms as
compared to non-core financing, which in turn has been growing very rapidly in rea terms.
While this trend has affected regions differently—for example, non-core has grown substantially
in Latin Americawhile its growth in Africa has been more modest—it holds acrossthem dl. The
global pictureisthat core funds are declining in real and nominal terms while non-core funds are
on the rise. In other words, UNDP, while focusing on its role as upstream policy advisor and
provider of development services, has been decreasing its reliance on its own funds while
increasing its reliance on funds generated by non-core resources.

It is critical to note, however, that core funding, though declining, still plays a major role in many
countries and regions by acting as a catalytic multiplier of non-core funds and as a source of
thematic focus. The criticd role of core funding has two other important policy functions. The
first isto respond to the needs of awide typology of programme countries and to address global
issues that markets may neglect. The second is to maintain institutional leadership and to provide
coordinating strength to UNDP in the countries it serves.

While the growth of non-core resources is welcomed by UNDP, the organization is concerned
about the trend, since core and non-core resources are not easily interchangeable and the sharp
decline of one and rise of the other has serious implications for UNDP's ability to carry out its
mandate. To fulfill the vison articulated in the Administrator’s Business Plans, UNDP is under
pressure to transform itself into a knowledge-driven catalyst and advisor that delivers on its
mandate for sustainable human development. UNDP feedls, and the evaluation team concurs, that
in order to do this, it must retain the leverage afforded by core funds to act as a globa advocate

for human development issues, while participating in the demand- and opportunity-driven market
of non-core resources.

For UNDP, the challenge is to better understand the attributes of non-core before establishing its
relationship with core funding. The purpose of the evauation is to anayze UNDFP's experience
in relation to these attributes and to identify some key consequences for the organization. In this
context a certain number of issues will be examined.

First and foremost, there is the challenge of integrating UNDP' s core and non-core resources
within a coherent framework to a greater extent than has been achieved thus far through the
MYFF. Further, UNDP needs to keep an eye on the alignment of its core and non-core
resources to ensure that they fulfil the organization’s mandate in complementary ways and do
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not leave any critical human development goa behind in the interest of responding to demand
or of capturing “market share”.

UNDP should not lose sight of the fundamental role and importance of core resources. Non-
core funding, through its main components, reflects the thematic preferences of third parties
and reveals the priority vectors of an evolving environment. The importance of this
preference is that it sheds light on a market that is a competitive one in which funds compete
for projects on the one hand, and projects compete for funds on the other. This emerging
process is part of the global context in which the UNDP needs to continue to evolve and to
increase its resource core base to enhance its effective leadership.

UNDP s varied experiences (and levels of success) in mobilizing non-core resources implies
the need to take note of lessons learned in more successful regions and evaluating them for
possible replicability in other regions. It is imperative to understand the paradigm that
facilitates or impedes the flow of non-core funds to UNDP programs and projects. The
varied experiences aso imply the need for resource mobilization strategies that take into
account the trends facing UNDP and the respective attributes of the core and non-core
markets.

Also crucial for UNDP is the issue of retaining or building its competitive capacity—both to
continue attracting and administering non-core funds and to fulfil its new role as an upstream
policy advisor and advocate. Similarly, UNDP needs to ensure that somehow the growth of
national capacities and the growth of non-core funding are synergistic.

CORE AND NON-CORE FUNDS—-BASIC FACTSAND TRENDS

The nature of development aid has changed dramatically over the past 10 years. For UNDP, it
has meant a sharp decline in core expenditures from $1.1 billion in 1990 to $538 million in
2000."In contrast, non-core expenditures have emerged as a substantial source of funding for
UNDP-assisted activities; overall non-core expenditures totaled more than $1.6 billion in 2000
representing 75 per cent of UNDP total expenditures for the year.*

Figure 1: Core vs Non-Core Expenditure
1996-2000
(in US $ Million)

2,000
1,500 e —
1000 4 / —e—Core

) .'//1\'\ —=&— Non-Core

500 —

0 T T T T
1996 1997 1998 1999 2000*

Looking at the composition and distribution of non-core funds, the following basic facts and
trends are evident:

1

Source of al figuresisthe Comptroller’s Office, Bureau of Management.
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There are different sources of non-core funding. There are three major sources of non-
core funding: government cost sharing, third party cost sharing and trust funds. Government
cost sharing represents the host governments’ contributions from their own resources or from
loans given to the government by International Financia Institutions (IFIs). Third party cost
sharing comes from grants from donors—nbilateral or multilatera—or IFls. Government cost
sharing and third party cost sharing mostly complement core funds for specific projects or
programmes. Trust funds are also provided by donors, to support specific thematic areas or
initiatives. In 2000, out of the $1.6 hillion of non-core expenditures, 54 per cent or $366
million, came from government cost sharing. Third party cost sharing accounted for 11 per
cent of non-core expenditures or $183 million. From 1998 to 2000, third party cost sharing
demonstrated the sharpest increase among the non-core funding sources, rising by 35.8 per
cent (although the overall gain was high, it should be noted that between 1999 and 2000, third
party cost sharing posted a dight decline of 5 per cent). Trust funds—the major examples of
which can be found in the environment (GEF and Montreal Protocol), the Paestinian
Programme (PAPP), humanitarian assistance in Iraq and specia development situations
(Mozambique, Rwanda and Cambodia) and UXO in Laos—represented 28 per cent of non-
core expenditures in 2000 or $461million and MSAs 7 per cent with $111 million.?

Figure 1b: Expenditure Trend by Type of Fund
1996-2000 (in US $ Millions)

1200

1000 ] —
800 — OGov CS
600 M Third pty CS
400 4+ OTrust Funds
- Tl o [ i m ﬂ
0
1996 1997 1998 1999 2000*
OGov CS 591.65 763.62 1041.89 938.96 866.42
B Third pty CS 75.33 87.09 111.84 177.12 182.72
OTrust Funds 251.73 275.88 364.17 401.21 461.42

The magnitude of non-core resources and their importance to UNDP activity are striking.
Indeed, even the two less common sources of non-core funding—third party cost sharing and
trust funds—when taken together accounted for $644 million of UNDP' s 2000 expenditures.
Thisfigure represents 120 per cent of core expenditures during the same year.

Thedistribution of non-core funds among regionsis skewed. The region with the highest
concentration of non-core funds is Latin America and the Caribbean with close to a billion
dollars delivery in 2000. Core funds in Latin America and the Caribbean are, on the other
hand, negligible. The regions with the lowest non-core expenditures in terms of actual dollar
figures are, in order, Europe and the CIS, Africa, and Asia and the Pacific, with $98 million,
$140 million and $148 million, respectively, non-core delivery in 2000. It should be noted,
however, that even though the non-core-funding figure in the Europe and CIS region was low
in 2000, it still represented 75 per cent of expenditures in the region. In terms of core funds

MSAs or Management Service Agreements represent special agreements between UNDP and
donors for administrative and procurement services. As such, these funds do not translate into
development programmes or services.

6/15/01 Page 8 of 75



as a percentage of delivery, the region with the highest percentage of core in 2000 was
Africa, where core funds were 62 per cent of expenditures in the region in 2000, followed by
the Asia and the Pacific region, where core funds represented 58 per cent of expenditures.

Core vs. Non-core per Region 2000
(in Million US $)

1000.00

Non-core
Core

RBA RBLAC RBAS RBEC RBAP Gl & PAPP

|Dcore 226.64 23.55 38.69 32.35 185.40 31.37
[mNon-core 139.93 909.55 148.35 97.72 134.50 80.51

Percent Non-Core Expenditure by Region 2000 Percent Core Expenditure per Region 2000
RBAP Gl & PAPP RBA Gl & PAPP
5% 9% v

9%

RBEC

6% ”””
RBAS~
10%

61%

The uneven distribution of non-core funds among regions, particularly with the low levels
registered in Africa, is an indication that this category of funds is not necessarily driven by the
criteria of needs. The geographically concentrated development of non-core funds in UNDP
poses areal challenge to an organization whose mandate is to aleviate poverty and to respond to
the needs of the most vulnerable. This problem is often compounded by the fact that donors
themselves admit that they do not really know how to “kick start” the reaction of development
because of the very large number of variables at play.

Regions attract different sources of non-core funding. In Latin America and the
Caribbean, the major source of non-core funding is government cost sharing delivered via
host government resources and government loans from the World Bank and the Inter-
American Development Bank. In 2000, government cost sharing accounted for 85 per cent of
total expenditures in the region. This phenomenon is particularly visible in five countries,
Argentina, Brazil, Colombia, Panama and Peru (“the Big Five’), where countries rely on
UNDP to conceptualize, formulate and execute their projects and programmes and to act as
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the vehicle for governments to turn IFl loans into workable projects. 1n 1999, the combined
delivery of the five countries represented approximately 78 per cent of the region’s tota
delivery on government cost sharing. The Arab States region, which has a high concentration
of NCCs, is the region with the second highest level of government cost sharing, abeit with
levels significantly lower those in the Latin American region. Even so, in 2000 government
cost sharing expenditures alone virtually equaled core expenditures in the region. Inother
regions, government cost sharing is minimal; for example, it is at its lowest in Africa where it
represented only 2 per cent of the region’s total expenditures in 2000. On the other hand,
third party cost sharing and trust funds are featured more prominently in Asia and the Pacific
and Africa. The Arab States region aso features a significant share of the trust funds, largely
due to the Iraq Qil for Food trust fund.

Non-Core Expenditure Types by Region 2000
1000.00
b 800.00 — /8'5% of RBAS trust fund I
2] resources goes to Iraq Oil
> 600.00 for Food Programme —
c
2 400.00 \7
= 200.00
ol e s s 1 ¢
RBA RBLAC RBAS RBEC RBAP Gl & PAPP
||:| Govt. CS 7.48 78253 37.24 24.80 14.37 0.00
B Third Pty 28.67 62.14 6.41 43.30 26.44 15.76
OTrust Fund 103.78 64.88 104.70 29.62 93.68 64.75
OTotal 139.93 909.55 14835 97.72 134.50 80.51

V. THE ALIGNMENT OF NON-CORE RESOURCESWITH THE
ORGANIZATION'SMANDATE

Within the system, UNDP has the overadl globa mandate to promote human development. As
such, it is the UN's principa provider of development advice and advocacy. UNDP's Strategic
Results Framework (SRF)—one of the two components of the MY FF—lays out UNDP' s specific
strategic development goals along six categories. These are the 1) the enabling environment for
sustainable human development (i.e., governance); 2) poverty reduction; 3) environment; 4)
gender; 5) special development situations; and 6) UNDP support to the United Nations. Of these,
the first five are programme/thematic areas, whereas the sixth is supportive. Within each broad
SRF category are goals, sub-goals and strategic areas of UNDP support. The goals for each of
the categories are: to create an enabling environment for SHD (category 1), economic and social
policies and dtrategies focused on the reduction of poverty (category 2), environmentaly
sustainable development to reduce human poverty (category 3), advancement in the status of
women and gender equality (category 4), reduced incidence of and sustainable recovery and
transition from complex emergencies and natural disasters (category 5), a coherent and effective
UN system (category 6). The Results-Oriented Annual Report (ROAR) provides information on
the use of resources at the level of each of the six categories (or broad goals) used in the
SRF/MYFF, aswell as at the level of sub-goals.

6/15/01 Page 10 of 75



Because functioning in the non-core market implies the development of partnerships and specific
arrangements between UNDP and a broad range of partners (including host governments,

bilateral and multilateral donors, and IFIs), one could conceivably think that the rise in non-core
resources might trandate into thematic misalignments at the macro level. Based on the andysis
of the two ROARs completed to date (1999 and 2000), however, such thematic misalignments
appear not to have occurred at the macro level.

In UNDP's 1999 ROAR, the ranking of the seven most important sub-goals does not vary when
comparing core resources with non-core resources. This highlights empirically the relative
success of UNDP in maintaining its core priorities regardless of funding source. The 2000
ROAR dso reveds that, smilar to 1999, for both core and non-core resources the greatest share
of total programme resources was delivered in the areas of governance (42 per cent), poverty
reduction (31 per cent), and the environment (14 per cent), respectively. Further analysis reveals
a growing trend of non-core resources in the areas of governance and poverty reduction, two
areas in which UNDP is being asked to play a greater role. When looking at third party cost
sharing and trust funds, the largest share goes to specia development situations (30 per cent)
followed by the environment (28 per cent) and governance (26 per cent).

Percent Thematic Distribution for Core
Expenditure 2000

Unknown

Other UNDP 1% Environment
14%

Percent Thematic Distribution for Non-Core
Expenditures 2000

Unknown
Other UNDP Enwronment

Priorities 1%
15% Gender

Priorities
% \ 25% o
Gender °
f %
EnabSEnvnmt _/‘\ / f Poverty
HD
( ) Enab Envnmt 28%

Poverty (SHD)
42% 200

The finding on the macro aignment is by-and-large supported by evidence gathered during
country visits, and consultations with donors and recipients, irrespective of geographic location or
social and economic levels of development. In the countries visited the breakdown of
expenditures of non-core funds shows that they fall within the thematic priority aress.

The trend in the countries visited, while confirming the global statistics, ows that the fast-
growing nortcore financing may have in some countries “induced” projects towards specific
areas. However, this has not created significant policy divergence between the countries
priorities and the UNDP global mandate or specific country policy framework. Rather, the main
difference appears to be in terms of the level of funding rather than in the chosen priority areas.
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Thematic Distribution of Non- Cor e Resour ces by Regions
Budget Estimates

(%)
Regions Area of Focus 1996 1998 2000
% % %

ENVIRONMENT 0.31 0.41 0.23

GENDER 0.01 0.07 0.07
POVERTY REDUCTION 0.22 0.18 0.1
GOVERNANCE 0.36 0.17 0.21

OTHER UNDP DEVELOP PRIORITIES 0.09 0.14 0.30

Other* UNKNOWN 0.00 0.02 0.08
SUB TOTAL 1.00] 1.00] 1.00]
ENVIRONMENT 0.29 0.21 0.19

GENDER 0.04 0.03 0.02
POVERTY REDUCTION 0.17 0.13 0.21
GOVERNANCE 0.41 0.40 0.32

OTHER UNDP DEVELOP PRIORITIES 0.07 0.23 0.27

RBA UNKNOWN 0.02 0.00 0.00
SUB TOTAL 1.00] 1.00] 1.00]
ENVIRONMENT 0.43 0.34 0.34

GENDER 0.03 0.02 0.02
POVERTY REDUCTION 0.19 0.26 0.19
GOVERNANCE 0.12 0.24 0.33

OTHER UNDP DEVELOP PRIORITIES 0.23 0.14 0.09

RBAP UNKNOWN 0.00 0.00 0.03
SUB TOTAL 1.00] 1.00] 1.00]
ENVIRONMENT 0.32 0.29 0.0§

GENDER 0.01 0.01 0.09
POVERTY REDUCTION 0.20 0.22 0.07
GOVERNANCE 0.37 0.31 0.80

OTHER UNDP DEVELOP PRIORITIES 0.09 0.16 0.04

RBAS UNKNOWN 0.00 0.00Q 0.00
SUB TOTAL 1.00] 1.00 1.00
ENVIRONMENT 0.27 0.28 0.22

GENDER 0.01 0.01 0.02
POVERTY REDUCTION 0.12 0.37 0.34
GOVERNANCE 0.27 0.17 0.15

OTHER UNDP DEVELOP PRIORITIES 0.32 0.17 0.27]

RBEC  |[UNKNOWN 0.00 0.00 0.00
SUB TOTAL 1.00 1.00 1.00
ENVIRONMENT 0.12 0.10 0.11

GENDER 0.01 0.02 0.01
POVERTY REDUCTION 0.23 0.39 0.32
GOVERNANCE 0.26 0.25 0.32

OTHER UNDP DEVELOP PRIORITIES 0.38 0.24 0.24

RBLAC  [UNKNOWN 0.00 0.00 0.00

Source: PFMS - BRIO

In Brazil, while origindly large transfers of government resources were channeled through
UNDP for specific administrative services (i.e. procurement), since the mid-1990s the
government of Brazil has financed UNDP programmes in strategic areas. This transformation
was a gradual process. During the Fifth Country Programme cycle (1992-1997), cost sharing
became responsible for about 90 per cent of UNDP's programme. This shift occurred at atime
when the government began a large state reform programme that required swift and rapid
interventions in terms of support services, the major obstacles to which were obsolete legidlation
and outdated bureaucratic procedures.
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UNDP provided assistance not just in the form of procurement but aso in terms of needed
technical expertise and opportunities for capacity development. UNDFP's credibility and value
added were further bolstered by work on human development, a concept that has been absorbed
by the government as a major policy planning and budget alocation tool in its anti-poverty
programme. The country office has been increasingly asked to set up monitoring systems for
major government socia projects; start innovative pilot projects on loca development and micro-
credit for scaling up in the future; and help in the design of maor projects for submission to
international financial ingtitutions.

In Brazil, such arrangements involve UNDP's contributing conceptual and technical inputs but
basicaly in providing management services and in ensuring transparency, timely delivery and
effectiveness. These partnerships have alowed the country office to become very competent in

these activities and did not cause any macro misalignment.

Brazil: Delivery for 1998 — 2000, Distribution by Programme Units

1998 1999 2000
Source Thematic
Areas
USss % USss$ % US$ %
Human -16.331 -4.00 544.948 231.00 93.165 -48.00
Development 188.487 46.00 -395.162 -168.00 -244.333 127.00
Core Education 120.157 30.00 -140.592 -60.00 -118.894 62.00
Environment 96.853 24.00 204.753 87.00 16.415 -9.00
Governance 17.834 4.00 22.053 9.00 60.647 -31.00
Social Develop
- 407.000 100.00 236.000 100 -193.000 100.00
Human 5.257.331 2.00 2.869.518 2.00 3.717.055 2.00
Development 70.565.013 27.00 43.805.509 29.00 53.587.413 28.00
Education 49.669.343 19.00 33.924.250 23.00 43.936.424 23.00
Non-Core Environment 78.518.147 30.00 44.935.388 30.00 62.852.215 33.00
Governance 57.633.166 22.00 24.646.335 16.00 26.610.893 14.00
Social Develop
—- 261.643.000 100.00 150.181.000 100.00 190.704.000 100.00
Human 5.241.000 2.00 3.414.466 2.00 3.810.220 2.00
Development 70.753.500 27.00 43.410.347 29.00 53.343.080 28.00
Core + Non-Core Education 49.789.500 19.00 33.783.658 22.00 43.817.530 23.00
Environment 78.615.000 30.00 45.140.141 30.00 62.868.630 33.00
Governance 57.651.000 22.00 24.668.388 16.00 26.671.540 14.00
Social Develop
—- 262.050.000 100.00 150.417.000 100.00 190.511.000 100.00

Sour ce:

Note:

UNDP Officeat Brasilia

1998-1999: Actual delivery

2000: Estimated delivery
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In Pakistan, while the fast-growing non-core financing—particularly third party cost sharing—
has somewhat induced projects towards areas like environment, gender and governance, this has
not created significant policy divergence between the country’s priorities and UNDFP's global
mandate or specific Country Cooperation Framework (CCF). Third Party financing has become
an incentive to develop programmes and projects of special interest to bilateras, IFIs and NGOs;
however, this has not detracted from the priority areas or from the Government of Pekistan's
priorities, which are poverty reduction and social development.

PAKISTAN: Thematic Areasfor Core and Non-Core
Resour ces Allocation, 1998-2003
(Sixth Cycle)

(US$000)

Sour ce Thematic Areas $ %

A. Governance 7,046 21

B. Gender 3,611 11

CORE C. SL (Environment) 3,607 11
D. SL (AreaDevelopment) Poverty Redudion 17,242 50

E. Other 2,503 7
Sub-total 34,009 100

A. Governance 3,933 12

B. Gender 2,239 7

NON-CORE C. SL (Environment) 17,433 54
D. SL (AreaDevelopment) Poverty Reduction 8,519 27

E. Other 100 0
Sub-total 32,224 100

A. Governance 10,979 17

B. Gender 5,850 9

CORE + NON-CORE |C. SL (Environment) 21,040 31
D.  SL (AreaDevelopment) Poverty Reduction 25,761 39

E.  Other 2,603 4
Sub-total 66,233 100

Source:  UNDP, Pakistan
Note: Approved budgets, as of 31.1.2001
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In Zimbabwe, al of the non-core funding fits into the CCF, including those non-core funds
generated for complex issues such as land reform. The country office has closed some of its
projects that were non-aligned at the micro level (e.g., on flight safety) and has reorganized itself
along three substantive areas. poverty, HIV-AIDS and governance. It was noted by the
evauation team that in this country, UNDP had to use specid advocacy effort vis a vis the
government in order to bring the poverty issue to the fore, as for some time, this was not
recognized as a nationa priority.

ZIMBABWE: Thematic Areasfor Coreand Non-Core
Estimated Expenditures 2000

(US$000)
Sour ce Thematic Areas $ %
F. Governance 0.578 23
G.  Gender 0.052 2
CORE H.  Environment 0.207 8
I Poverty Reduction 1.454 57
J Special Development Situations 0.154 6
K.  UNDP Support to the UN System 0.104 4
Sub-total 2.549 100
F. Governance 1.775 62
G.  Gender
NON-CORE H.  Environment 1.032 35
I Poverty Reduction 0.076 3
J Special Development Situations
K. UNDP Support to the UN System
Sub-total 2.883 100
F. Governance 2.353 43.1
G.  Gender 0.052 0.9
CORE + NON-CORE |H.  Environment 1.239 229
I Poverty Reduction 1.530 28.3
J Special Development Situations 0.154 29
K. UNDP Support to the UN System 0.104 19
Sub-total 5.432 100

Source:  Results Based Management System
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Likewise, in Niger al the non-core-funded projects are within the core UNDP mandate areas of
poverty, governance and the environment. These priority areas are funded from core funding
given the low levels of non-core funds. As an important aside, it should be noted that in countries
like Niger, where there is no problem of macro aignment with the mandate, the very low
amounts of non-core funds are inadequate in view of the magnitude of the challenges for
economic and human development.

NIGER: Thematic Areasfor Core and Non-Core
Estimated Expenditures 2000

(US$000)
Sour ce Thematic Areas $ %
L.  Governance 0.559 13
M.  Environment 1.858 44
CORE N. Poverty Reduction 1.750 41
O. UNDP Support to the UN System 0.07 2
Sub-total 4.237 100
L.  Governance 0.425 49
M.  Environment 0.076 9
NON-CORE N.  Poverty Reduction 0.371 42
Sub-total 0.872 100
L. Governance 0.984 19
M.  Environment 1.934 38
CORE + NON-CORE |N. Poverty Reduction 2121 42
O. UNDP Support to the UN System 0.07 1
Sub-total 5.109 100

Notwithstanding the genera macro thematic alignment observed, the evaluation found that there
are some alignment issues at the micro level. Specificaly:

1. Certain projects may not appear to align fully with the goals and mandate of UNDP. In Lao
PDR for example, the mgority of non-core projects and programmes conform to UNDP's
mandate and the three areas delineated in the CCF—rurd community development,
management of economic transition/governance, and environment and natura resource
management. Yet, a detailed analysis of al the projects that form the components of the
three programmatic areas indicate that a relatively small number of them may have no direct
relevance to the priority areas, such as the “civil aviation” and the “third road
implementation” projects. The level of development in Lao PDR, and the considerable need
for assistance in practicaly every area, may have forced UNDP to tackle these issues
apparently unrelated to the organization’s priority aress.

Another example of micro misalignment is the case of Saudi Arabia, where UNDP is
involved in the area of telecommunications, an area that falls outside UNDP's current focus.
Although it can be argued that involvement in telecommunications projects may perpetuate
UNDP's image of an overly proliferated organization, it is possible that the engagement in
such infrastructure projects may be necessary to create an enabling environment for a future
policy-oriented role.

In the fina analysis, it is likely that one has to rely on the judgment of the management of
country offices asto what the pre-conditions are for UNDP' s country programme to take root.
In other words, in some countries short-term micro misalignment prompted by non-core in
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the short-term may be a necessary and caculated trade-off for better macro alignment and
increased leverage of UNDP over the long-term. These elements have to be part of UNDP's
overall drategy to move towards more upstream interventions.  While this issue has been
recognized at the senior management level, including an articulation of areas where UNDP
should no longer be involved in, there is a broader question here given the diversity @
country needs. The imperative for the organization to be sensitive to country demands
presents a case for UNDP to take a pragmatic policy position on this at the margin and not to
push for too strict an aignment, as long as the bulk of interventions fal within the
SRF/MY FF framework.

2. Another example of a micro misalignment issue is the opposite extreme—the situation where
there is an excessively narrow focus of attention to one or just afew functional activities. In
Brazil, the UNDP country office has been involved predominantly in the management of
programmes and projects and has performed that function (in the right thematic areas) in a
highly professional way. At the same time, Brazil’s own capacity development is evolving
well and is focusng on the criticd areas of regiona and municipa entities. These
developments lead to the question of where the UNDP country office is headed over the long
term. The question does not cast doubt on the importance of managing programmes well, but
on the long-term capacity development of the local office. Measures to accelerate UNDP's
own process of technica and institutional strengthening will be needed if the organization is
to continue making a significant contribution to Brazil. The issue of UNDF's capecity is
taken up in more depth in the second half of Chapter VII on Capacity Development.

Key Findings:

The alignment of both core and non-core funds to UNDP mandate does not appear to be a
critical issue at the macro level, although some micro level misalignments were observed.

The imperative for the organization to be sensitive to country demands presents a case for
UNDP not to push for too strict an alignment, so long as the bulk of interventions fall within
the defined priority areas.

V. THEROLE OF CORE FUNDING AND ITSRELATIONSHIP WITH NON-CORE

The MY FF was developed as both a “strategic results’ and an “integrated resource’ framework.
Y et the evaluation team found that the MY FF has not yet fully taken root at the country level.
Currently UNDP is facing the challenge of integrated resource mobilization at the country level
through mechanisms such as the Country Cooperation Frameworks (CCFs). The challenge is to
push incorporation of the MYFF further at the country level through “country-level policy
frameworks.”

The integration issue notwithstanding, the evaluation team a so noted that the domination of non-
core funding and the pressures of an “imperfect market” may adversely affect some aspects of
UNDP’ s role and mandate. UNDP' s comparative advantage—universaity of presence, neutraity
and experience—is linked to the organization’s ability to provide “core’ funds. It places the
organization at a unique vantage point in responding to the needs of a wide typology of
programme countries in priority areas and in addressing special needs that markets neglect, such
as global public goods or broad development outcomes within the context of the millennium and
international development goals and targets.
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The erosion of core funding can seriously jeopardize the organization’ s role as trusted partner and
its ability to pursue its SHD mandate in programme countries. While the evidence examined by
the team in the countries visited supports this assertion, it is particularly critica in the least
developed countries (LDCs), which do not attract high levels of non-core funds.

Traditionally, the core funds of UNDP have financed the fostering of policy dialogue, advocacy,
innovation and coordination in the organization’s priority areas. In order to be credible in driving
policy changes and advocate for issues it wants to be associated with, the organization needs to
maintain an adequate amount of core. Core funds are also needed as seed money for innovation
and demonstration effect in specific areas and to bring together broader aliances. Small initia
core funding has also helped programmes and projects raise non-core resources (e.g., in the case
of Bulgaria and Laos core monies catalyzed a significant amount of non-core funding).

Box No. 1

Demonstration Effect

If one characteristic distinguishes the case of Bulgaria from many othersit is the strategic
emphasis that was placed, ab initio, on having first a pilot project or a small experiment
as part of a larger and far reaching policy. The initial experience, if proven successful or
seemingly replicable, would be followed by a larger project and by the search for overall
policy changes to give sustainability to the wider scale of the project. At this juncture,
donors, bilaterals and multilaterals would be invited to participate to bring their own
expertise and perspective. Through this strategy, in the period 1997-2002, core funding
of 5.4 million is projected to generate $55.9 million in non-core funding.

Core funding also impacts on coordination. Coordination is meant in the broad sense, where the
role of UNDP is to coordinate al parties—government, donors and United Nations agencies—
around the collective agenda of development. In some countries, it was found that heavy reliance
on non-core funding severely limits the possibilities for effective and broad coordination at
country level. A good case can be made for a‘mutually reinforcing’ synergy between core and
non-core in this area, as in several countries, Bulgaria and Honduras included, norcore growth
has been positively influenced by the good coordination role of the UNDP country office.

Box No. 2

Coordination

The local office of UNDP in Brazil has done an excellent job in coordinating activities
with the Government of Brazil, and with multilateral and bilateral institutions.
Coordination with other United Nations agencies has been satisfactory but limited.
Possibilities for broader and deeper coordination in the context of the Resident
Coordinator function were limited by the reliance of a number of United Nations actors
on non-core funding. In Saudi Arabig UNDP’s coordinating role is severely hampered
by the heavy reliance on non-core funding. Although there is a perceived need for
greater coordination, UNDP's interventions, driven by the government priorities, go to
very specific areas, sometimes of a highly specialized and technical nature. In Niger,
where core funding represents the majority of UNDP resources, the country office role in
coordination is considered a success by all parties involved. The Zimbabwe experience
has brought to the fore the importance of good coordination to mobilize non-core
resources. The coordinating role of the country office has provided a platform for UNDP
to forge broad strategic partnerships that materialized in increased mobilization of non-
core resources. The case of Pakistan reveals that the growth of non-core funding is
pushing both government and UNDP to intensify coordination effortsin order to avoid an
unwieldy proliferation of non-core funded programmes and projects.

Beyond programme activities, core funds are also essentiad to finance an adequate
“infrastructure” for UNDP. An inappropriate level of core funding jeopardizes the substantive
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and technical strength of the organization and, ultimately, its ability to mobilize non-core
resources. The lack of such “infrastructure” in special development situations, most recently in
the case of Bosnia and East Timor, can have serious consequences on UNDP s responsiveness
and, ultimately, its effectiveness.

A comment can aso be made on the thematic trust funds, which arguably can be treated asan ‘as
if core’ category. Apart from voluntary pledged resources, UNDP may need flexibility to attract
additional funding from specific market niches. Funds to tackle globa concerns and/or to
respond to international community interest in specific regions represent these “market niches’. A
good example is HIV-AIDS. Like core, these funds are managed centrally. The challenge for
these funds is to define criteria for resource alocation that balance performance incentives and
needs. The evauation team is of the view that, based on an understanding of the current aid
market, there is a definite opportunity here for UNDP to benefit from such market niches linked
to global community issues, which should not detract from the need to mobilize resources locally
at the country level.

Drawing on the above observations, the evaluation team concludes that the absence of a
minimum amount of core causes a serious risk for the organization’s ability to deliver its
mandate, as a knowledge-driven, trusted policy advisor to programme countries and strong
advocate for human devel opment.

Key Findings:

A single coherent framework for core and non-core resources needs to be used to greater
effect at the country level.

A single coherent framework for core and non-core resources should not obscure the need for
an adequate level of core.

Core funding is playing a critica role in furthering the mandate of the organization and in
responding to the needs of a wide typology of programme countries, which are not
necessarily covered by more “targeted” non-core resources.

V1. RESOURCE MOBILIZATION—-REPLICATION OF SUCCESSFUL
EXPERIENCES

The andysis of trends in core
and non-core funding shows
that the distribution among
regions is very skewed, and
further analysis demonstrates
that different regions attract
different types of cost sharing.
This section examines the
conditions for success in
atracting non-core funding
and their potential for
replication.

In terms of government cost

Percentage Distribution of Non-core Expenditure 2000

RBAP Gl & PAPP RBA

RBEC % ¥ 10%
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22%
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sharing, a particularly successful example is the Latin American region, which attracts substantial
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amounts from government funds and IFls loans. The phenomenon is concentrated in five
countries. Argentina, Brazil, Colombia, Panama and Peru (the “Big Five”).

Government cost sharing features less prominently in other countries of the Latin American and
Caribbean region. Another successful example of government cost sharing is provided by the
NCCs, which operate in a somewhat different market from the “Big Five’” with availability of
substantial financial resources, but low national capacity.

RBLAC: Big Five in Govt Cost Sharing, 2000

Peru 54.88

Colombia ) 63.23

Panama ) 94.83

Argentina | | | ] 179.52
Brazil : : : | 180.72

50.00 100.00 150.00 200.00

O n million US $

Several factors have contributed to the success of government cost sharing in the “Big Five':

= Political factors. When civilian governments replaced military regimes in the
seventies and early eighties, the pluralistic democracies then made imperative the
identification of development priorities with the participation of vocal civil society.
Long-neglected goals such as public sector reform, capacity building and poverty
reduction became important priorities for the new governments. UNDP, as a heutral
agency, was caled upon to assist the governments in articulating their goals and
trandating them into programmes and projects. The importance of the desire of the
governments for change and reform cannot be over-emphasized in relation to
resource mobilization efforts.

= Economic factors. The “democratization of Latin America’ led the IFls to
substantially increase loans and technical assistance funds to many of the countries.
However, their presence in those countries was not conducive to carry out very many
technical assistance projects. Hence, for both governments and IFls, UNDP was
considered as a good conduit.

= Trug factor. The new democratic governments inherited weak institutions.
Although the degree of weakness varied from country to country, the common
denominator was that many countries bureaucratic systems, laws and regulations
were so cumbersome that the speed with which certain projects and programmes that
needed to be executed could be better achieved through UNDP. Also, the public
sectors did not have adequate human resources and UNDP was viewed as a neutral,
transparent and corruption free organization to conceptualize, formulate and execute
projects and programmes.

= Management factor. The commitment of the regional bureau to resource
mobilization, and strong leadership and management in the country offices, have also
played decisive roles in the surge in government cost sharing. In the case of the
Regional Bureau for Europe and the Commonwealth of Independent States (RBEC),
the Bureau established clear criteria to improve performance in resource
mobilization. In Regiona Bureau for Latin America and the Caribbean (RBLAC),
resource mobilization is connected to the budget strategy. In that region, the

6/15/01 Page 20 of 75



extremely low levels of core funding would have seriously jeopardized the role of
UNDP should the Bureau not have designed such a strategy. Overdl, the
introduction of modern management techniques and client responsive approaches
have also been key to fostering strong partnerships and broad aliances.

The experiences in other regions have been quite different when it comes to government cost
sharing, raising the question of potential replicability of the Latin American experience. In
countries and regions that have not been so successful at attracting government cost sharing,
severd factors may have played out:

= Low capacities and lack of visible =~ Whiletheroleof IFls, particularly World
success from governments on economic ~ Bank and IDB in Latin America cannot be
reforms. over-emphasized, the experience in other

= Lower volume of loans from IFls, in regions has been different. In Africa, the

o . World Bank is carrying out its programmes
aready heavily indebted countries. by itself, and the African Devel opment

= Lack of perceived transparency and gk (ADB) has never become apartner
accountability in government structures.  for UNDP. In the RBEC region, the

* Perception of UNDFP's uneven capacity = European Development Bank follows the
to deliver services efficiently. policy of executing its own programmes

» Waell-established donor and NGO | andsodoesthe Asian Development Bank
infrastructure, especially in countries | (AsDB)inthe Asiaregion, thoughitis
where donors have a long-standing = Now beginning to contempl ate possible
presence (i.e. ex-colonies). ways and means to provide non-core funds

= Lack of strong partnerships with IFls. O UNIDIZ

When looking at third party cost sharing and trust funds, the successful experiences appear more
widespread. Over the past two to three years, the countries with important amounts of third party
cost sharing were Indonesia and Cambodia in Asia, Mozambique and Rwanda in Africa, and
Honduras, Guatemala and Nicaraguain Latin America. In the Arab States region, Iraq received
90 per cent of the total share of cost sharing in the region and in Europe and the CIS, Bosnia,
Tajikistan and Ukraine received 50 per cent of the region’s share.

By nature, third party cost sharing is not easily predictable and the distribution evolves over the
years as circumstances change. Highlights of the 2000 distribution by major recipient per region
are attached D.

Similarly, large amounts of trust funds have are recorded in various regions. It should be noted
however that the largest share of these funds has been delivered for special development
Stuations and for the environment (notably through the Global Environment Facility—GEF).

The Global Environment Facility (GEF)

The Global Environment Facility is a financial mechanism providing grant and concessional funds to
developing countries for projects and activities to protect the world's environment. Responsibility for
implementing the GEF is shared by UNDP, the United Nations Environment Programme (UNEP) and the
World Bank. UNDP is broadly responsible for capacity building and technical assistance activities, and for
managing the Small Grants Programme (SGP) on behalf of GEF

GEF resources are available for projects and other activities that address climate change, biological
diversity, international waters, depletion of the ozone layer and land degradation—primarily desertification
and deforestation. From 1991 to 1999, GEF allocated $991 million in grants and mobilized and additional
$1.5 billion in co-financing (from recipient countries, bilateral agencies, other development institutions, the
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private sector, and non-governmental organizations) for biological diversity projects; $884 million to 227
climate change, matched by $4.7 billion in co-financing; $360 million tointer national waters initiatives;
$155 million to phase out 0zone depleting substances; and $350 million for deforestation and
desertification.

As of June 2000, the UNDP-GEF portfolio totaled $1.045 billion (not including $963.35 in co-financing).
Over 580 projects—not including Small Grants—in the current portfolio range in size from $10,000 to $15
million. Some of the largest country recipients of GEF funds are Brazil, China, India, Indonesia,
Madagascar, Mexico, Pakistan, the Philippines and the Russian Federation. In general, Asia and Pacific,
Latin America and the Caribbean and Africatend to be the three regions that receive the majority of
GEF funds. GEF isbuilt on the premise of “thinking globally” and “acting locally.” In thisway, it appears
to be agood example of global arrangements facilitating country-level initiatives.

Source: UNDP-GEF and GEF Secretariat.

The growth of third party financing can be explained by a number of global factors as well as by
specific country and ingtitutional factors at play for each source of funding. Generally speaking,
all of the factors reflect a dynamic aid market, which seeks to specialize itself and to adapt to
changing circumstances in thematic areas, in country priorities and in regional conditions. These
factors also reflect the dynamics of relative comparative advantages amongst bilaterals, financial
institutions and NGOs.

The success of certain countries in mobilizing norn-core resources raises the question as to
whether the experiences can or should be replicated in other countries or regions. An expeditious
answer to the question would be “yes”, but only if the conditions can also be duplicated or dealt
with. It argues for a differentiated approach, which reflects country and regional circumstances
and chalenges. A differentiated approach requires an anaysis of the policy and institutional
conditions prevailing in the countries or regions where the “model” might be considered to be
goplicable.

The experience of the countries visited shows that severa factors have played out in various
combinations in UNDP’' s success to mobilize resources.

Table 4: Non-Core Expenditures by Source for Countries Visited — year 2000 (In Million US $)

Region Country Govt Cost-Share Third Party Trust Funds
RBLAC Brazil 180.72 591 8.16
Honduras 32.85 1.08 7.86
RBA Zimbabwe 0.83 0.97 0.59
Niger - 0.43 0.13
RBAP Pakistan 0.26 0.93 1.69
Lao People’s Democratic 0.75 2.89 5.91

Republic

RBAS Saudi Arabia 2.99 0.07 (0.32)
RBEC Bulgaria 11.03 2.32 0.37

Brazil: The factors having contributed to the success of the UNDP Brazil country office in
attracting government cost sharing have been examined in the section above. A question related
to the replicability of the Brazilian experience addresses its sustainability over the medium term.
The experience is based on government cost sharing and is targeted mainly to the management of
programmes and projects agreed upon within the CCF. Two questions arise: is the modality of
arrangement sustainable? And, should explicit policy efforts be made to support it?
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Given the fact that Brazil has achieved a high degree of sophistication in building its capacity and
the narrow focus of the UNDP local office on management, it appears that the very conditions
that have fostered the success of the current arrangement are likely to disappear. Over the
medium term, or even more rapidly in two to three years, these conditions will be different and
less auspicious for UNDP. From this perspective, the current arrangement, with its existing
characteristics, does not appear to be easily sustainable.

Rather than try to prolong or sustain the arrangement, policy efforts should be targeted at
enhancing the capacity of the UNDP local office, aswell asthat of the UNDP system as awhole,
to meet the new conditions—and opportunities—that will result from the reforms the government
of Brazil isimplementing. The sustainability of the “Brazilian experience” depends largely on
the effectiveness of such “upstreaming” of the current institutional and technical capacity.

Honduras: Shortly after Hurricane Mitch in October 1998, which attracted substantia amounts
of emergency assistance funds into Honduras, the UNDP country office reorganized the CCF
around three priority areas. (i) environment and development; (ii) governance; and (iii) poverty
reduction.  Within these three areas, the country office successfully combined the
programmes/projects with emergency assistance.

Through this reorganization, the country office was able to attract bilateral and multilateral cost
sharing. Among the multilateral, the World Bank is the greatest contributor with $45 million
followed by IDB with $ 21.8 million for the period 1998-2001. During the same period, the
Government of Honduras is to contribute 19.8 million through direct budgetary allocations or
through loans from IFIs. The blend of capacity building components, policy upstream advice and
elements to mitigate the effects of Hurricane Mitch in the UNDP designed programmes is an
attractive one and has enticed government and donors to co-finance with UNDP. In all of the
programmes, core funds were admost equally distributed and used as leverage for attracting cost
sharing. A particularly successful example is the Democracy Trust Fund set up by UNDP, which
succeeded in attracting 25 different donors with a minimal initial core investment, aso showing
the donors trust in UNDP to handle sensitive programmes such as those in good governance.

Another important element of the Honduras country office resource mobilization strategy is its
aggressive client-oriented approach. In September 2000, a survey of UNDP' s performance was
conducted among the donor agencies. Many of the recommendations for improvement have been
taken into consideration by management and corrective action is now being implemented.

Zimbabwe: The increase in non-core funds in Zimbabwe is attributable to three main factors.
First, in the mid 1990s, under new leadership, the office underwent a reengineering geared
towards enhancing substantive capacity of the staff and reducing transaction costs of doing
business. The result was aincrease in the office capacity to generate and implement programmes
quickly and effectively, as well as the ability to identify and respond efficiently to “ opportunities’
within its priority areas. The coordination role of the office has aso provided a platform for
UNDP to forge broad strategic partnerships, within the UN system, the World Bank and bilateral
donors, which have materidized in relatively high third party and trust fund contributions.

Last, but certainly not least, at the policy level UNDP has developed a strong relationship with
the government and civil society with a great deal d trust and mutual respect. Through the
country office leadership, UNDP has been directly involved in many issues of nationa
importance, most recently on the land reform issue. This special relationship has manifested with
the government contributing $800,000 of its own funds through government cost sharing to
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UNDP in 2000 a major accomplishment given the deterioration of economic and socia
conditions in Zimbabwe.

With the current crisis, UNDP is faced with the challenge to maintain its edge, at a time when the
Government is focusing more on “crisis management” and less on socio-economic devel opment.
At atime aso when donors are shifting their resources towards NGOs in an attempt to have a
more direct impact on civil society, particularly as it relates to dealing with the AIDS crisis and
its socia consequences. This situation highlights the fact that the organization needs to adapt
when conditions evolve.

Niger: Resource mobilization in Niger is done mainly through programme and project proposals
to donors. It appears that UNDP is becoming increasingly aggressive in this domain and is
conscious of the need for an integrated approach to resource mobilization. One factor considered
as a positive one in the resource mobilization effort is the coordination role of the country office,
recognized by both government and donors, and the level of trust UNDP has generated amongst
its partners.

However, a number of challenges are till facing the country office. Several donors had
withdrawn from Niger kecause of instability in the political climate, which partly explains the
low leves of funding. The situation is now improving, athough traditional donors still tend to
prefer bilateral aid. NGOs with direct access to beneficiaries present a stiff competition for non-
core funding. Lastly, there is a need to reestablish a climate of confidence between government
and donors.

Pakistan: The Government of Pakistan is aware that a favorable macroeconomic framework is
necessary for sustainable improvements in socia conditions. For this reason, it is working to
reduce internal and externa balances. However, in the face of low economic rates of growth, the
immediate priority is poverty reduction, particularly amongst rural women and children, and
social development.  Within this context, the challenge in attracting non-core funding lies with
the weak linkages between numerous and often scattered projects and aggregate results for
national policy changes. The UNDP country office is starting to focus on these “strategic
linkages’ and on partnerships. As an example, it has currently in its pipeline the “Nationa
Sustainable Development Programme”’, or NSDP, that among other things will address the
poverty-environment nexus within a holistic framework.

From 1998 to 2001, non-core funding has risen from 2.0 million to over $11.3 million. The fast
growth of non-core commitments in Pakistan is explained particularly by financing from the GEF
and from third party cost sharing in the areas of poverty reduction, governance and gender. Fast
growth in non-core is beginning to create tensions for the UNDP local office, for the government
itself and within the institutional interaction between bilaterals, donors, IFls and other specialized
UN agencies. At the level of UNDP, these tensions have to do with its convening powers, its
coordinating functions and with its expected role in coordinating and promoting strategic
partnerships. The growth in non-core funding, with the use of new methodologies and dynamic
management systems, is also putting pressure on both the country office and the government to
enhance their technical and human resource bases. It also brings to the fore the necessity for
UNDP to intensify its support to the government’s efforts to manage a consistent policy
framework in the face of rapidly expanding non-core initiatives.

Lao PDR: The change in the government policy since 1986 from a closed society and command
economy to a more open society and market economy—although this transition is still ongoing—
has attracted the attention of many bilatera donors, specialy the Scandinavian countries.
Assisting the government in its reform process has become a priority for these countries. The
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donors, while eager to assist the country, had no established infrastructure to design and
implement their own progranmes. UNDP therefore became the only viable vehicle for
channeling technical assistance funds. At the same time, the government had, and still has, high
regard for UNDP as a neutral and transparent agency and the UNDP office’ srole in assisting the
government in the formulations of strategic plans, policies and programmes is a strong factor in
attracting non-core funds.

The combination of the above factors, coupled with the strong incentives from the UNDP
Regiona Bureau and the active engagement of the country office management has allowed
UNDP to mobilize significant amounts of government cost sharing and bilateral contributions.
The government contributions have represented about 12 per cent of the non-core funds with the
balance coming from third party cost sharing mainly from Norway, Netherlands, Denmark,
Australia and Sweden.  Contributions from |IFIs have been negligible, as they pursue their
interests directly through loans and technical assistance agreements with the government.

It should be noted that humanitarian issues have aso attracted donors to contribute in a
significant way to a trust fund—UXO—to address the social and economic constraints caused by
unexploded ordnance (e.g., land mines).

Bulgaria: Two elements have been critical to a successful experience in Bulgaria: the first one
is the “strategy” followed to enhance development effectiveness; the second one is linked to a
specific project “Beautiful Bulgaria® that was able to galvanize Bulgarian society as a whole as
well as the donor community. In the first case, the country office conceived a strategy through
which, with core resources, it would support pilot projects in some of the most critical aress, like
poverty reduction, employment generation and decentraization. The idea being that once the
fundamentals of the project were learnt and developed, it could be replicated on alarger scale. At
that point, other donors would be invited to participate and eventually, the government would
change nationa or local policies to enhance sustainability of the new projects. Equally important
isthe parald initiative of inducing policy changes at a higher level of the public sector. Such has
been the case of the “Beautiful Bulgaria’ project, which has led to policy changes in the labor
legidation, on decentralization and local governance.

Through this strategy and initiatives, estimates for the period 1997-2002 show that core funding
of $5.4 million will have generated $55.9 million in non-core funding.® Out of this amount, the
government will co-finance $26 million, and nine bilateral donors as well as the European Union
are making substantial contributions through third party cost sharing. For Bulgaria, this is a
critical link expressing, inter-alia, capacity development, coordinating effectiveness and
ownership by the key players. In Bulgaria, it was observed that the existence of clear global
agreements between UNDP and donors greatly facilitates local agreements; the examples cited
being the European Union and the Netherlands.

Saudi Arabia: With its NCC status, Saudi Arabia has made a transition from recipient to donor.
The government pays for the office costs and the programme cost sharing. Contributions to
UNDP go to very specific areas in accordance with the government priorities. UNDFP' s challenge
in Saudi Arabia relates to its technical ability to meet the government’s needs and demand in
sometimes very speciaized areas such as environment or information technology. In this
situation, which is also germane to other NCCs, where UNDP' s value added is seen as its ability
to bring globa knowledge and expertise to specific development needs.

3 Figures provided by the Bulgaria country office.
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Key Findings:

There are wide variations among the countries and regions in terms of resource mobilization.
Successful experiences are wide spread, however the conditions for success seem to vary
according to the type of resources and the prevailing policy and institutional conditions.

The replication of successful experiences is contingent on the understanding of prevailing
policy and ingtitutional conditions that have been conducive to success, as well as an analysis
of the contributing factors.

Overdl, and particularly looking at the experiences of the countries visited, the evaluation
team found success depends on at least some of the following factors being evident:

existence of a propitious policy framework and environment;

specific interests and willingness of multi-laterals, bilaterals, donors, IFIs and NGOs;
government willingness to use its own core funds to support priority programmes (in the
case of government cost sharing);

substantive partnerships with donors and |FIs around discrete tasks and functions; and
technical, manageria and leadership capacity of UNDP country offices which is by far
the most critical element of success. This capacity, the importance of which cannot be
underscored enough, is determinant and particularly significant when there is low
capacity at the national level.

ASANEN

S

VIl. CAPACITY DEVELOPMENT

7.1 National Capacity

Building national capacity is at the core of UNDP's interventions. According to the MYFF, 70
per cent of UNDP's outcomes fall into the capacity building category. Ye, it isnot always easy
to define and measure capacity development, ascertain that it is taking place or determine the
factors that influence it.

In general terms, the interplay of factors affecting capacity development at the host-country level
and, to some extent, at the UNDP level, depends largely on whether the respective markets are
“core-” or “non-core-driven”. When markets are largely “non-core driven” by government cost
sharing, it would seem that the host country establishes the path of its own capacity development.
Such path may coincide with that of the UNDP or not and policy makers on both sides would find
it to their advantage to see alignments in that respect. But, in any case, UNDP, to stay relevant,
would have to define its own policy framework to assure its technical and institutional growth.
One such example is the case of Brazil today. The country is accelerating reforms to modernize
its cumbersome public sector management procedures and legal environment. During the
evaluation mission, authorities stated that very substantive nationa capacity development has
taken place on this front. The second observation is that from a technica and scientific
perspective, the country has already achieved a high level of sophistication, particularly at the
nationa level, in contrast with the regional and municipal areas. In brief, Brazil’s own capacity
development is evolving well and the focus is now in the critical areas of regional and municipal
entities.  What deserves specia attention is the question of what capacity development
programmes should be strengthened over the short term to assure a significant contribution by
UNDP in Brazil.
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When markets are largely “non-core-driven” by bilaterals, multilaterals or by an entity like the
European Union, as in the case of Bulgaria, the capacity development of the host country is going
to be strongly influenced by the long-term interests of “third parties’. These interests, of course,
have to be fully consistent with those of the host country as well as with UNDP s mandate and
priorities and the challenge for UNDP is to ensure that such consistency is maintained.

Another dimension is brought out when specifically looking at third party financing (third party
cost sharing and trust funds). The rapid growth of third party financing has significant
implications for capacity development requirements, both at the national level and for UNDP
local offices. As highlighted in countries like Pakistan and Bulgaria, third party financing
implies, inter aia, new approaches, new methodologies, market based evaluations systems and
dynamic management frameworks based on effectiveness and results. These new methods bring
to bear on activities financed by core funds as well as non-core funds and it poses a capacity
development challenge for both the governments and UNDP country offices. Looking
specifically at the case of Bulgaria, if institutional capacity development is associated with (1)
replicability and sustainability of projects, (2) government ownership, and (3) impact on overall
aggregate policies, then there is a strong case to suggest that the recent non-core expansion has
enhanced capacity development at all levels.

The respective attributes of core and non-core affect national capacity development in a different
manner. A schematic way of approaching the issue isto look at both strengths and weaknesses of
each category in influencing capacity development. In a “core-dominated” environment, UNDP
has more leverage to influence the nature of and means to capacity development. One of the
weaknesses of this scenario is that the degree of ownership by national entities may be limited. In
this case, there is added pressure on UNDP to ensure that the capacity building component of its
intervention truly reflects the demand and the needs of its nationa partners. On the other hand,
the attributes of a non-core driven environment influences the development of capacities towards
the preferences of donors, in the case of third party cost sharing and trust funds, or is dictated by
the host government, in the case of government cost sharing, where there is full ownership from
national entities. This, in turn forces UNDP to examine the nature of its own capacity and to align
it to an externdly driven environment, be it from a donor or a government standpoint.

However, in “red life’ situations, as can be seen from the above examples, there are multiple
possible combinations of processes and outcomes, depending on the environment in which UNDP
performs and the correlation between source of fund, and capacity development is somewhat
blurred.

In countries like Lao PDR, capacity building is a complicated issue. With extremely low capacity
in the government and shortage of qualified people in all sectors of the economy, all projects both
core and non-core contain significant capacity building components. In fact, non-core providers
insist on capacity building in the projects to which they contribute. Programmes financed with
core and non-core funds enhance capacity in the public sector first. At the same time, he
expanding private sector lures qualified government personnel with higher salaries, making
capacity building an unending task.

In Pakistan, it was observed that the fast growth of “third party” financing has significant
implications for capacity development both at the country level and for “in-house” devel opment
of the UNDP local office. The key issue though is the sustainability of new projects and
programmes through the enhancement of the respective technical ingtitutiona capabilities,
regardless of the source of funding.

6/15/01 Page 27 of 75



Despite indications in some countries of a correlation between non-core funding and capacity
development—Brazil, Bulgaria and to a certain extent Honduras—the team noted that there is
convergence of views between nationa entities, donor community and UNDP country offices (in
the countries visited) that the nature and quality of the programmes themselves and the degree of
national ownership are more critical to the building of national capacity than the source of
funding.

Key Findings:

Given the varied mix of programmes and country specific circumstances, it is difficult to
arrive a one single overal concluson as to whether capacity development has been
significantly improved or not at the national level by the expansion of non-core funding.

In theory, the respective attributes of core and non-core do seem to have specific influence on
the nature of capacity development. However, due to the multiplicity of factors present in the
development process, it isimpossible to establish a direct correlation between source of fund
and capacity development. National ownership appears to be more of a determining factor.

7.2 UNDP Capacity

The new UNDP, as envisaged in the Administrator’s Business Plans and other documents, calls
for a more substantive and flexible organization, capable of seizing opportunities where they
arise. UNDP isto be a“trusted and leading partner of programme countries in overcoming their
development challenges through swift, high-quality support in proven aeas.” To effect this
transformation within the context of mobilizing and managing resources (particularly non-core
resources), UNDP needs a specific set of skillsto respond better to the emerging challenges.

The evaluation team has found that UNDP' s capacity—particularly its coordinating capacity and
leadership qualities—are critical to development effectiveness in general and to successful
resource mobilization in particular. The evaluation team noted that the capacity of country
offices to mobilize resources in support of country-level priorities varies greatly from country to
country. Severa factors affect UNDP country office capacity to raise funds effectively, such as
entrepreneurial  skills, availability of technical substantive expertise, risk-taking mentality,
existence of broad-based aliances and partnerships, and appropriate management and incentive
systems.

The evauation team also found that overall, UNDP needs to become a better partner locally for
the donors by making its overall experience more readily available and by tightening its modes of
operation. It must be able to help develop the “right (or one of the best) solution(s)” to fit loca
circumstances. This calls for drawing much more on UNDP's accumulated experience, both
within countries and worldwide. But UNDP is clearly poor on the memory/learning side of its
capacities, largely because it lacks in continuity and does not manage its institutional memory
efficiently.

UNDP Capacity and Alignment
As touched upon earlier, the evaluation team found that in genera there is “macro” mandate
alignment of resources at the country office level, in the sense that resources raised are allocated

to programmes whose intended results are to improve policies, develop capacities and assure
resultsin terms of UNDP' s overall development objectives.

6/15/01 Page 28 of 75



In Honduras, for example, the UNDP country office consolidated many projects and redefined its
priority areas as (i) environment and development, (ii) governance, and (iii) poverty. Within
these three areas the country office not only expanded the programmes and combined them
successfully with emergency assistance, but aso succeeded in mobilizing funds well beyond the
vision of the original CCF. The new configuration of the programme coincided almost fully with
the priorities of both multilateral and bilateral donors. The non-core funds flowing to UNDP for
the implementation of the projects also fully coincided with UNDP's mandate. In fact, these
funds were used for governance, eradication of poverty and mitigation of environment
degradation, all of which were expected to lead to sustainable human development.

The genera macro mandate alignment notwithstanding, there is ill a question of the emphasis
and intrinsic nature of most of the activities conducted by the staff of UNDP s local office. This
guestion has important implications for UNDP's country-level capacity because if country office
activities end up focused predominantly on the management of programmes or projects, there is
the risk of micro misalignment. As discussed in greater detail above, micro-misalignment would
reflect an excessively narrow focus of attention to one or just a few functional activities, or to
extraneous activities that do not align to UNDP s mandate. Thisis not to say that management is
not a critical factor in the success or failure of any programme or project. As the case of Brazil
illustrates, management is a critical factor and the UNDP office has performed this function (in
the “right” thematic areas) in a highly professional way. The question is therefore on the long-
term capacity development of the local office—i.e., how it is developed and in what specific
areas. In generd, in today’s environment and given the move “upstream”, UNDP will be under
pressure to develop new capacities and skill sets to respond competitively. As seen in a number
of the country visits, UNDP lacks sufficient expertise, specialized skills and knowledge in highly
focused aress.

Upstreaming Capacity Development Beyond Projed M anagement

While indeed there have been many cases where the conceptual and
technical contribution of the UNDP country office was very substantial, the
predominant moddity in many a country seems to have been the
management of projects. In such a case, questions could arise as to whether
the “micro” thematic alignment is skewing the direction of UNDP country
office capacity development. The question is not meant to cast doubt on the
importance of managing programmes well. Rather, the question is meant to
focus on the long-term capacity development of the loca office and,
therefore, on UNDP’ s sustainability as an active and valued partner of host
countries.

I nter-Play between UNDP and National Capacity

Some might argue that it is the host country’s capacity that should be UNDFP's priority, or that
UNDP can aways resort to “outsourcing” for very specialized support. Others might argue that
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developments like the Sub-Regional Resource Facilities (SURFs) will bolster UNDP country-
level capacity in time.

Overadl, however, the evaluation team found that as circumstances evolve and countries upgrade
their own capacities, UNDP is facing the challenge of developing a more technical substantive
ability to remain relevant and respond to the emerging challenges. In Brazil, as mentioned above,
it is the current policy of the government to correct the conditions that provide the “market” for
UNDP. The Brazilian government is reforming—actualy trying to eliminate—the propitious
conditions under which the current success of the arrangement with UNDP has evolved. Over the
medium term, or even more rapidly (perhaps as soon as two to three years), those conditions will
be different and less auspicious for UNDP. From this perspective, the current arrangement, with
its existing characteristics, does not appear to be easily sustainable.

This begs the question of whether specia policy efforts should be made to preserve or prolong the
current arrangement. The best answer is that policy efforts should rather be targeted at enhancing
the capacity of the UNDP local office, as well as that of the UNDP system as whole, to meet the
new conditions—and opportunities—that will result from the reforms that the Government of
Brazil is implementing. The sustainability of the “Brazilian case” depends largely on the
effectiveness of such upstreaming of the current institutional and technical capacity.

It may be even posited that the effective sustainability of the UNDP system as a whole depends,
to alarge extent, on its capacity to upstream itself technically, institutionally and politically. Ina
changing and increasingly competitive development market this appears to be the adequate policy
response.

In brief, Brazil's own capacity development is evolving well. What deserves specia
consideration is the question of what capacity development programmes should be strengthened
over the short term to assure a significant contribution by UNDP in Brazil. The concern is more
related to the medium term in-house capacity development of the UNDP local office. Measures
to accelerate UNDP's own process of technical and institutional strengthening will be needed
(UNDP could, for example, consider developing a comparative advantage in the environment or
in decentralization, given the worldwide interest and third-party focus in the former, and
Brazilian concentration in the latter).

Perhaps a country-level “financia reserve” could be established from net proceeds of non-core
related activities and from the interest yield of deposits of UNDP and Government of Brazil’'s
“monies’. Such a reserve could provide the means to cover the higher costs of attracting very
senior levels of professionas in the “technical niches’ that could be developed. Specid
incentives will also be needed to reward particularly excellent performances at the local level. A
similar system could likewise be considered for Saudi Arabia, where UNDP is being asked more
and more to concentrate on “soft issues’ but where few understand what policy work is al about.
As was suggested during one of the country visits, a portion of the repayments could go towards
the establishment of afund for granting advisory services.

In the case of Bulgaria, it would be difficult not to conclude that capacity development, at the
government level and at level of the UNDP Office, has been strengthened in the last few years,
the period during which non-core financing has expanded so substantially. In Bulgaria, the local
UNDP office conceived a strategy through which, with core resources, t would support pilot
projects in some of the most critical areas, like poverty reduction, employment generation and
decentralization. The idea being that once the fundamentals of the project were learned and
developed it could be replicated at a larger scale. Other donors would be invited to participate
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and eventualy the government would change national or local policies to give further
sustainability to the new projects.

The lesson learned from the Bulgaria experience is that policy advice, in particular one aimed at
upstreaming policy changes, needs an empirical basis. Beyond what good economic theory has to
offer, there is the fundamental need to learn about the specifics and ingtitutional frameworks
conditioning such theory. Another lesson learned is that policy initiatives can work quite well
using such a dynamic piloting approach.

The evaluation team observed that the issue of country office capacity is even more critical when
national circumstances are difficult and local capacities constrained. 1n the case of Lao PDR, the
low level of qualified technical capacity at the national level is prompting UNDP to enhance its
own capacity both at the manageria and the technical level. The same incentive factor should be
present in regions such as sub-Saharan Africa. However, here it appears that UNDP has not
adequately responded to the challenge by providing the needed well-organized country offices
and strong capacities that could help recipient governments in mobilizing and delivering on key
development outcomes. There are some qualified exceptions to this trend, however, including the
exemplary brokerage role the Zimbabwe country office played and the progress the country office
in Niger has been able to make in encouraging government confidence in UNDP as a
development partner and coordinator.

UNDP Capacity in Coordination and Advocacy

The relationship between the coordinating role of the UNDP local office, on the one hand, and the
expansion of non-core resources, on the other, is an interdependent and dynamic one. The
direction or sequencing of the relative causalities would in most cases show that non-core growth
is largely a consequence of a good coordinating role. While there are some cases where
substantive growth of non-core funding can take place with little relation to the coordinating
activity, these would tend to be exceptional cases.

In Bulgaria, the coordinating activities of the UNDP local office contributed decisively to
increase, in net terms, the non-core funding and enhanced te overall effectiveness of the
development effort of the government, donors, bilaterals, multilaterals, NGOs and the EU. In
Honduras, where UNDP is recognized as having superior capacity to conceptudize, formulate
and execute technical assistance projects, UNDP is partially used as a conduit for governments
and bilateral agencies with little delivery capacity. The World Bank does not have human
resources in country to implement its own technical assistance and UNDP is a convenient and
efficient conduit for the Bank. In Niger, UNDP reorganized its office and put in place a unit to
coordinate programmes and to mobilize resources to help fill the void between the suspension and
resumption of donor activity.

As noted above, the local office of UNDP in Brazil has done an excellent job in coordinating
activities with the government of Brazil, with many of its agencies at al levels, and with
multilateral and bilateral ingtitutions. This is recognized by al “third parties’ and by the
government itself. While relations with the World Bank and with the IDB are friendly, highly
professional and based on specific partnerships to develop specific task and functions,
coordination with other UN agencies has been satisfactory but limited. When these agencies are
aso facing difficult financial Situations and “competing” for non-core resources, such
coordination becomes a challenging task. The Executive Board Mission to Brazil put it well
when it observed that:
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Overall coordination in the resident coordinator system was limited. United
Nations country team officias believed that the United Nations Development
Assistance Framework (UNDAF) might reveal new areas of cooperation but
doubted that an UNDAF would sgnificantly improve operational
effectiveness in Brazil. Possibilities for broader and deeper coordination were
limited by the reliance of a number of United Nations actors on non-core
funding. *

This is particularly true in Zimbabwe too, where UNDP has an important coordinating role to
play in areas with no clear lead agency, but where the World Bank often also wants to be a
coordinator agency.

In Pakistan, while UNDP/ISlamabad is still able to play a significant coordination role with
bilaterals, other UN agencies, donors, NGOs and the government itself, the stagnant level of core
resources limits its reach and influence. While its UN identity and impartiality gives it
considerable convening power, it needs a strong combination of core resources and an enhanced
human resource base to maintain its real and effective status. When the largest share of financing
comes from third party initiatives, which is the case of Pakistan, the real reach of the coordinating
powers of UNDP becomes somewhat compromised. Even under an overal policy framework
shared by all parties, the sources of financing may end up aso being the predominant sources of
coordination. There is thus the risk of UNDP becoming a lender of last resort® Or that the
overall aggregate effort of al parties becomes less effective than under an integrated and well-
coordinated agenda. This need not be so. A modern and efficient management system, with the
right explicit incentives, can yield the desired coordinating results. Even under an environment in
which bilaterals, donors, NGOs and IFls al want to show, and legitimately so, their respective
contributions in the areas of their particular preference.

In meetings with representatives of UN agencies (FAO, WHO, WFP and others) in Pakistan what
emerged was not only the issue of UNDP's coordinating role but the more general problem of the
UN system as a whole. Non-core funding was not seen as a unique UNDP issue. The declining
UNDP *“core’ funding was a problem for the UN agencies, some of which now see that they
conduct very little business with UNDP when just a few years ago they were the preferred
implementing agent for the UNDP.

In brief, it would seem that the reduction of core funding and the expansion of non-core financing
has wide systemic effects on other UN agencies and puts the UNDP coordinating role and
effective convening capacity in a different and probably more difficult context than a few years
ago. Bilaterals, donors, IFIs and NGOs continue to feel that there is an important role for UNDP
and for core resources to finance development programmes and projects in Pakistan. This view
goes beyond the interest in having access to more funds and recognizes the key importance of
“international public goods’ and of a neutral institution like UNDP to lead a consistent
development effort.

*  See Report of the Executive Board Mission to Brazil, (20-28 February 1999), page 6.

> DFID, one of the biggest donors in Pakistan, has stated in its “Institutional Strategy Paper” (2000), that
on the whole UNDP “has some weaknesses.” The paper goes on to say that UNDFP's “wide-ranging
mandate and its responsive nature to request from programme countries and donors means that it has
spread itself too thinly over a wide range of issues. It is sometimes seen as a donor of last resort if other
agencies cannot finance particular activities. UNDP's programmes are not always well focused, well
designed or effective. The broad range of activities undertaken creates the risk of friction with other
agencies. UNDP should continue the ongoing process of redefining its areas of operation, ceasing
activity in those where it does not have a clear comparative advantage.”
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A smilar situation prevails in Lao PDR, where a lack of supply in core funds will potentially
have serious consequences on the capacity of the UNDP country office to handle non-core funds.
The UNDP Lao PDR country office expects that there will be cuts in its core funding and
anticipates that this will affect its capacity to handle non-core funds as well. Therefore, while to
date the country office has not suffered from a shortage of manpower to handle the influx of non-
core funds, it is preparing to streamline its activities nonethel ess.

An important aspect of the coordinating capacity of UNDP's local offices that may be adversely
affected by the domination of non-core financing is the advocacy role. As non-core funding tends
to establish the agenda, UNDP's advocacy role in new areas or in areas that may have been
“benignly neglected” becomes more and more difficult to assume.

In Zimbabwe, UNDP has had an opportunity to play many roles, including an advocacy role
during the constitutional reform process. This was a process in which many donors did not want
to get involved, and in which many national actors did not want outside involvement. UNDP
played an important brokerage role in getting the various sides to understand each other’s
viewpoints and the human development implications of policy decisions (particularly vis-a-vis
highly sensitive issues such as land reform). In an increasingly non-core donor-driven market,
such an advocacy role might become rarer and rarer for UNDP.

UNDP Capacity and L eader ship/M anagement

The evaluation team has found that perhaps the most critical capacity for UNDP as it transforms
itself into a more substantive and flexible organization is one of leadership within the UNDP
local office. Such leadership can be replicated elsewhere, but only if certain conditions are met.
Chief among these is the adoption of a corporate UNDP policy and structura change to seek,
reward and maintain senior staff who would have a high probability of delivering exceptiona
leadership qualities. Also critical for UNDP staff are entrepreneurial skills, a risk-taking
mentality and the ability to promote broad-based alliances and partnerships.

Strong leadership and management capacities positively impact on country office capacity to
mobilize and manage resources. In Lao PDR, the success of UNDP in mobilizing funds certainly
depended upon the power of persuasion of the country offices management team, the interest of
the donors when it comes to third party cost sharing and trust funds, as well as the particular
circumstances of the country. A positive combination of these three elements in Lao PDR
resulted in a powerful attracting factor.

The in-flow of non-core funds can aso, in turn, help to build capacity within UNDP country
offices. In Honduras, for example, the UNDP office enhanced the manageria capabilities of its
personnel to manage noncore funding. The office staff, which already showed a good deal of
capacity, was assigned high levels of responsibility. Staff members performance and initiatives
were also measured. This undoubtedly motivated the staff to enhance its own capacities. As a
result, UNDP in Honduras has demonstrated high capacity to handle the increased volume of
non-core.

In Pakistan, on the other hand, it is difficult to arrive a one single overall conclusion as to
whether UNDP loca capacity has been significantly improved by the expansion of non-core
funding given the varied mix of project specific circumstances. The UNDP country office staff
feels that it B adjusting to the challenge and, in al likelihood, the global effect of non-core
growth on UNDP capacity has been positive. But it is difficult to ascertain the specifics of this
process.
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Lao PDR presents yet another nuance in the relationship between source of funds and UNDP
local office capacity development. In Lao PDR it has emerged that, irrespective of the source of
funds, there is no doubt that the vision and dexterity of the personnel are enhanced by their
involvement in diverse projects. Staff capacity development appears more a function of
responsibility assigned them than of source of funds.

Aside from UNDP |eadership and management capacities, there are several factors that also play
a preponderant role in channeling non-core funds towards UNDP. These factors have less to do
with UNDP leadership and management and more to do with national capacities. In some
countries, donors—especially bilateral ones—view the government bureaucracy as essentialy
devoid of technica capabilities to design and execute projects.  Hence, they enter into
agreements with UNDP to provide technical assistance by making use of UNDP' s capacity in the
areas where UNDP and donor priorities coincide.

Resour ce Mobilization Capacity and Corporate Systems

It would appear that the specific characteristics of the core or non-core markets have more
influence on capacity development than the modality of execution. That said, the evaluation team
found that local country office capacities to mobilize resources can be hampered by the corporate
systems and procedures associated with the three different types of co-financing. Current
execution modalities do not appear to offer UNDP enough flexibility in choosing the most
appropriate mode of service delivery. As noted in the DEX evaluation, in some cases a direct
delivery approach may be the most cost-effective, considering factors such as speed, nationa
capacities and accountability. In other cases, more structured partnerships and delivery methods
may make the most sense.

While some authority has been decentralized to the country level, systems for agreements,
reporting and accounting could be further improved. Indeed, in order to remedy the deficiency
of corporate systems, several country offices are already designing teir own. The DEX
evaluation pointed to numerous examples where offices—despite of limitations—were able to
rise to challenges in speed, responsiveness and quality when confronted with expectations by
funding partners.

Key Findings:

UNDP country office capacity and pro-active leadership are key to successful resource
mobilization.  Particularly important are entrepreneurial skills, technical substantive
expertise, risk-taking mentality, existence of broad based aliances and partnerships, and
appropriate management and incentive systems.

UNDP is facing the challenge of developing a more technical substantive ability—beyond
project management—to remain relevant and respond to the emerging chalenges. This is
particularly true at the country office level, where the chalenge exists beyond the capacities
aready contemplated with the establishment of the SURFs.

A growth in non-core resources can impact positively on UNDP country office capacity. The
issue of country office capacity is even more critical when national circumstances are
difficult and local capacities constrained.
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The growth in non-core funding implies a more difficult coordination environment for UNDP
and a weskening of its ability to play an advocacy role in new areas or in otherwise
“neglected” sectors.

Local country office capacities to mobilize resources can be hampered by the corporate
systems and procedures associated with the three different types of co-financing. Existing
corporate systems are cumbersome when it comes to accounting for and reporting on the
various type of non-core funding.

7.3 Cost Recovery Capacity

Cost Recovery System

Recovery of the costs associated with delivering programmes and services is emerging as an
important issue for UNDP. At times, donors have been reluctant to pay for the cost of
administering non-core projects because their governments have contributed to the structural
costs of UNDP through core funding. They therefore expect their supplementary contributions
(non-core alocations) to go towards actual programmes rather than the overhead expenses of the
organization and are sengitive to the issue of “cross subsidizing” —that is, core and non-core
resources subsidizing each other’ s activities.

It isimportant first to distinguish between the roles of core and non-core resources. Core money
is meant to support the UNDP network throughout the world and to provide “seed money” for
programmes that cannot find ready funding and whose development may take years. It isnot for
running non-core projects that should be fully funded with all costs covered, including the
running costs of the services and oversight delivered by UNDP, provided these costs are kept
under control. Thereis a definite need, therefore, first to change donors' perception of the role of
core and non-core resources, and second to clarify whether cross-subsidizing occurs and, if it
does, whether it is an issue for concern.

Marginal costing/pricing

Margina costing/pricing is the standard operating procedure of UNDP when it comes to non-core
financing. Pursuant to the UNDP Executive Board Decision 98/2, UNDP customarily charges 3
to 5 per cent for the additiona costs resulting from the administration of non-core activities. In
order to attract funding, UNDP sometimes accepts less than the payment of 3 per cent it is
entitled to—a probable result of the need to secure market share. Economies of scale are
achieved on large programmes and where systems are well established; however, in less fortunate
regions or countries, there is a genuine concern that inadequate cost recovery reduces the
availability of funds for development of new activitiess. UNDP headquarters is increasingly
concerned about this and is systematically insisting on recovering administrative costs in al trust
funds and cost sharing projects.

Inits Decision 98/2, the Executive Board asked that UNDP, when devel oping, implementing and
managing activities funded by non-core resources fully recover “the additiona costs resulting
from non-core-funded activities.”® Although cost recovery is not well documented in the country
offices due to a lack of cost-accounting systems, it appears that the figure of 3 to 5 per cent
costing/pricing is not sufficient. The issue is a pressing one and a number of countries are in the
process of carrying detailed studies on it.

®  Executive Board Decision 98/2, paragraph 9, attached in Annex B.
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In Honduras, when non-core funds are coupled with core funds and the budgets grow in
complexity, it is legitimate to be concerned about management costs.  Such costs may tax the
limited core funds directly or indirectly. In Honduras non-core components are several multiples
of the core components, hence the issue becomes even more acute. Since 1999, non-core funds
have grown almost exponentially. Hence the modest management fee that varies between 3 per
cent and 3.5 per cent is a serious concern and prima facie raises the question of a subsidy that
may be extended from UNDP's proper budget in order to carry out the projects.

In the mid-1990s this issue came to the surface in Honduras. An internal study was carried out in
order to rethink the issue of cost recovery. The study revealed that afee of 3 per cent did in fact
cover the administrative costs however in cases that involved the country office in
implementation the cost exceeded the customary 3 to 3.5 per cent charge. The office is now in
negotiations with non-core providers to separate the administrative cost from the implementation
cost. On a project by project basis an additiona fee will be charged whenever implementation
expenditures are involved in addition to administrative costs. It is worth noting that the donors
view this stand of the country office's quite positively. In short, conscious of the fact that costs
can vary and given the very limited core funds, the country office has taken the necessary
measures for full cost recovery.’

In “Net Contributing Countries’ (NCCs) things are relatively straightforward to the extent that
the governments pick up the whole hill for the presence and activities of UNDP (and other UN
agencies, including the World Bank in-country). However, this limits the level of initiative that
UNDP can take in fostering programmes. At the same time, NCCs appear to be more and more
sengitive to the cost of the UN presence (e.g., 200 staff membersin Saudi Arabia), and they have
started scrutinizing the contribution of each agency to their development processes. Here also,
“value for money” will become a critical funding criterion and there is no room for complacency
on the part of the UN agencies and other players. In countries that have more modest means, the
situation is much more complex. In the poorer countries UNDP often does not get much more
than its building for the GLOC (government contributions to loca office costs).

The approach adopted by Honduras should be considered by other UNDP country offices faced
with similar circumstances. This innovation—one of the first of its kind—at developing
“cost/activity-based accounting” is an attempt to overcome the pitfalls of “margina pricing” of
non-core projects through a better understanding of the “real economics’ of a country office.
Such a system gives a much better picture of actual expenses at various stages of development of
aproject. It aso provides a better assessment of overhead or, rather, operations costs. And, when
there is technical input, it is considered that the recovery rate should be at least 5 per cent and
possibly higher.

Cross subsidizing

At times the question is raised about whether “core’” funds may be subsidizing “non-core
intensive” projects or programmes. It is aleged that “core” resources and even the “overhead”
costs at UNDP headquarters may end up financing and hence subsidizing at least a portion of a
non-core project. At other times, observers argue that it is the other way around—that non-core

The assistance of the Japanese Government has its own sui generis modality and is implemented
by UNDP/UNOPS; it is likely to remain within the established rate of cost recovery. Since
UNOPS s not represented in Honduras, UNDP acts on behalf of UNOPS.
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resources, through net proceeds from cost-recovery or from other financial arrangements derived
from non-core partnerships, are the ones that are subsidizing core programmes.

This is indeed an interesting discussion as it suggests that somehow one source of financing is
“better” than the other source at contributing to development effectiveness. Many outside
observes would ask how much can it matter which is the source of funding and the shares of
blending, or of cross-subsidizing, if the programme has been judged (ex ante and ex post) to have
been effective for the purposes it was designed.

Without pretending to offer the last word about this controversy, in the case of Brazil it has to be
remembered that non-core resources are 98 per cent of total resources and are realy government
cost sharing. These non-core funds are core funds from Brazil’s own budget. Could this be a
Situation in which “non-core” is subsidizing a minuscule UNDP core? Would Brazil not be
subsidizing core projects?

The table below shows an estimate of cost recovery for Brazil for the period 1997-2002.
Reimbursements to UNDP headquarters are US$ 7 million and proceeds to finance emerging new
and margina costs of non-core projects amount to US$ 28.2 million. The question is what “ net-
net” proceeds are really (or potentially) able to finance core projects?

Brazil: Cost Recovery Estimate 1997 — 2002

(US$000)
Non-core Gross Cost Recovery Reimbur sement Net Resour ces for
Y ear Delivery (3% of a) to UNDP HQ UNDP Brasilia
(Gross) (b) (20% of b) (b-c)
(@ (©) (d)

1997 194.202.531 5.675.125 1.135.025 4.540.100
1998 255.211.521 6.704.776 1.340.955 5.363.821
1999 143.098.348 4.228.671 845.734 3.382.937
2000 190.511.111 5.585.486 1.117.097 4.468.389
2001 213.372.444 6.187.880 1.237.576 4.950.304
2002 238.977.138 6.930.350 1.386.070 5.544.280
Total 1.235.373.093 35.312.289 7.062.458 28.249.831

Source: Estimate by UNDP/Brazil Country Office

There is another source of an “arguable’ subsidy by non-core of core, which is the yield on
interest earned by UNDP and the country in question of “monies’ deposited in commercia banks
while projects are executed. To whom do these this resources belong?

To decipher these circular arguments it may help to remember that what is supposed to matter is
the effectiveness of projects in terms of the priorities of the countries. In the Brazilian case at
least, it is the country that is the beneficiary of the projects. Isit not to be expected then that, by
and large, Brazil should have a large voice in the uses of its own non-core resources and on the
use of the core projects it finances from financia proceeds of those non-core resources?

In a country like Lao PDR, where the hefty non-core funds are coupled with ever-decreasing core
funds, the management cost is a serious concern. In Lao PDR non-core components are several
multiples of core components and the management fee on the average is 3 per cent. Discussions
with the management of the country office indicate that it is a real possibility that core funds
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subsidize those projects with heavy non-core components. This is, however, more intuition and
impression at present. The management proposes to carry out an in-depth study soon in order to
corroborate this ntuition and take the necessary appropriate measures in order to assure that
limited core funds do not subsidize non-core financed projects.

In Niger, the average cost recovery is aso 3 per cent, which is likely too modest an amount.

Given that the Sub-Saharan Africa region does not attract large supplies of non-core funding and
economies of scale are not produced, inadequate non-core cost recovery will eventually reduce
the availability of funds for development of new activities. At the same time, however, non-core
funds, no matter how modest, do help to sustain a critica mass (and visibility and impact) of
UNDP activity in countries such as Niger and are therefore aways welcome. What should be
kept in mind however, is whether the shares of the actual costs recovered are too small to make
these operations worthwhile economicaly.

There is some evidence that, given the limited cost recovery of programme management by
UNDP, there has been some subsidy of non-core funding by core funding to the extent that there
is margina pricing of non-core. At the same time, given the distribution pattern of non-core
funding (with the bulk of it in Latin America, aregion with very limited core funds), the issue of
“cross subsidies’ applies mostly to the countries and regions (such as Sub- Saharan Africa) that
get significant core funds and relatively little non-core funds. In such cases, those non-core funds
have contributed to maintaining a critical mass of projects and disbursements from those country
offices.

In conclusion, it seems clear at this point that marginal costing of non-core resources by UNDP is
unsustainable over the long-term and could potentially jeopardize UNDP's development
effectiveness. Thisissue should be adequately addressed by bringing core and non-core resources
into greater coherence with each other, however. Similarly, while cross subsidizing—of core by
non-core and of non-core by core—happens in some cases, it does not appear to be a critica
issue. What is critical, however, is UNDP's ahility to know the cost of doing business and to
reflect this cost redidticaly. Cost/activity-based accounting systems should therefore be
developed that track the actual costs of operations and technical assistance.

Key Findings:

Marginal costing/pricing of non-core services often leads to inadequate cost recovery, thereby
reducing the availability of funds for development of new activities.

The 3 to 5 per cent generally charged by UNDP for handling non-core money in the context
of NEX does not appear sufficient.

Cross subsidizing does occasionaly occur—in some regions core funding subsidizes non-
core programmes and in others (e.g., Latin America) non-core funding can subsidize core
programmes.

The issue of cross subsidies does not appear to be critical, since it is most significant to those
regions that receive little non-core resources and significant core resources. In such cases,
the non-core resources that are received have helped to maintain a critical mass of UNDP
projects and programmes.

Cost/activity-based accounting systems give a better picture of actual expenses—and a better
assessment of overhead or operations costs—at various stages of development of a project.
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VIll. EMERGING ISSUESFOR UNDP

The preceding sections have highlighted a number of non-core-related issues for UNDP that
emerged over the course of the evaluation. A brief synthesis of the key chapter-ending
“Emerging Findings’ captures these issues below and informs the recommendations made in the
next section.

Allgnment
The alignment of both core and non-core funds to UNDP s mandate does not appear to be a
critical issue a the macro level, athough some micro level misaignments were observed.
Even given these micro misalignments, the need for the organization to be sensitive to
country demands argues against too strict an alignment, so long as the bulk of UNDP's
interventions fall within the defined priority aress.

Role of Core and Relationship to Non-Cor €:
A single coherent framework for core and non-core resources needs to be used to greater
effect at the country level but should not obscure the need for an adequate level of core. Core
funding plays a critica role in furthering the mandate of the organization and in responding to
the needs of a wide typology d programme countries, which are not necessarily covered by
more “targeted” non-core resources.

Resour ce M obilization—Replication of Successful experiences:

- There are wide variations among the countries and regions in terms of resource mobilization.
Successful experiences are wide spread, however the conditions for success seem to vary
according to the type of resources and the prevailing policy and ingtitutiona conditions.
Replication of successful experiences is contingent on the understanding of these prevailing
policy and ingtitutional conditions that have been conducive to success, as well as an anaysis
of the contributing factors.

National Capacity:
Given the varied mix of programmes and country specific circumstances, it is difficult to
arive at one single overal concluson as to whether capacity development has been
significantly improved or not at the national level by the expansion of non-core funding.

UNDP Capacity:
UNDP country office capacity and pro-active leadership are key to successful resource
mobilization. A growth in non-core resources can impact positively on UNDP country office
capacity but also implies a more difficult coordination environment for UNDP and a
weakening of its ability to play an advocacy role in new areas or in aherwise “ neglected”
sectors.

Cost Recovery:

Marginal costing/pricing of non-core services often leads to inadequate cost recovery, thereby
reducing the availability of funds for development of new activities. The modest
management fee, which varies between 3 percent and 3.5 percent, is a serious concern and
prima facie raises the question of a subsidy that may be extended from UNDFP's proper
budget in order to carry out the projects. Cost/activity-based accounting systems give a better
picture of actual expenses—and a better assessment of overhead or operations costs—at
various stages of development of a project. Cross subsidizing does occasionally occur but
does not appear to be a critical issue.
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IX. RECOMMENDATIONS

The present evaluation was conducted in a prospective manner to take into account the
environment in which UNDP is currently operating—that is, transformation to an upstream policy
advisor, coupled with internal downsizing and decentralization; a changing, more competitive aid
environment; and the increasing importance of non-core resources.

The recommendations of the evaluation are grounded in the empirical evidence gathered by the
evaluation team and are intended to provide useful insights to the organization as it defines its
strategy and policy for non-core funds.

1. Strengthen thelinks between core and non-core

Non-core funding obeys a different dynamic than core funding, particularly as it is more
competitive and somewheat tilted to donor preferences. For UNDP, however, the ultimate purpose
of better understanding the attributes of non-core is to ensure a greater coherence with core
funding so as to further the organization’s mandate in response to the needs of its programme
countries.

The integrated approach to core and non-core funding developed in the MY FF and SRF is the
right approach, at the right time, especialy given the emerging redlities of the aid market. An
integrated approach enables UNDP to present a coherent framework for its mandate, its mode of
operation and ultimately the resultsit is trying to influence. It also offers rational and consistent
instrument to mobilize resources in support of countries needs within set priorities.

At the country level, however, the MY FF process has not properly taken hold and the process of
putting core and non-core into a coherent framework could be driven more forcefully and more
consistently. To do this, there should be a push for tighter coherence between core and non-core
in the country level programming processes, as in the SRF/MYFF, for them to become true
‘country-level policy frameworks, alowing for resource mobilization to be handled in a
coherent, integrated and dynamic fashion. This may in part mitigate some of the complaints
regarding the lack of predictability of non-core funding. It will aso be of particular support to
governments in assuring consistency, continuity and effectiveness of their overal economic
policy framework in support of their resource mobilization efforts.

At the same time, the uneven distribution of non-core funds among regions and countries
highlights for UNDP the need to increase its ability to attract this type of funding more evenly,
particularly in countries or regions with the highest needs such as Sub-Saharan Africa and South
Asa.

2. Addressthe cor e/non-cor e funding imbalance

The team has little doubt that unless core levels are increased, UNDFP's ability to deliver on its
development mandate in general, and on specific commitments such as the Internationa
Development Targets (IDTs) and the Millennium goals, are likely to be serioudy jeopardized.
UNDP's comparative advantage in responding to the demand of programme countries in key
priority areas is linked to its universality and neutrality. The availability of core funding is key to
keeping and building upon this comparative advantage and in enabling the organization to
advance its SHD mandate.

It is difficult to judge which levels of core are adequate in relation to the tasks expected of the
organization. This may warrant the re-examination of current practices and the intensification of
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the debate with the Executive Board to reverse the decline of core resources. In most of the
countries visited, the decline in core funds has put extra pressure on the organization and has
constrained its ability to ddiver on its mandate. The success of the MYFF/ROAR
notwithstanding, there is little evidence that core levels of funding are being substantialy
increased in the short term.

3. Re-examinethereéationship between core and non-core

UNDP needs to re-examine the link between core and non-core and devise a more balanced and
responsive approach to their use. Non-core categories need to be more tightly aligned to the
“imperfect market” for aid and the specific niches they are expected to fill. As has been argued,
each non-core modaity—government cost sharing, third party cost sharing and trust funds—has
its own dynamic that should be carefully analyzed and incorporated into UNDP overall strategy.

At the same time, a case could also be made for UNDP having the flexibility to attract additional
funds centrally—via, for example, thematic trust funds—to finance global or regional concerns
not adequately covered by core funding. Thematic trust funds that respond to emerging
development priorities represent an important emerging market within the overall “aid economy”.
UNDP needs to adopt a competitive positioning strategy to attract and manage these “ core-like’
funds centraly. Such a strategy will need to mimic non-core resource mobilization strategies in
their speed, responsiveness and substance orientation. However, care has to be exercised to
ensure that these funds do not compete with core funds in terms of the activities covered. Lastly,
the positioning strategy should also address criteria for using thematic trust funds, including how
best to factor the issue of need versus performance.

4. Adopt adifferentiated approach to resour ce mobilization

Given the wide variations among countries and regions in mobilizing non-core resources, UNDP
should focus on developing a differentiated strategy that is specific to and consistent with the
prevailing socia, economic and political conditions in each region and in countries within the
respective regions. As part of this, in order to account for the different patterns emerging in
resource mobilization and the lessons learnt, UNDP should have the capacity to analyze the
policy and institutional conditions prevailing globally and at the country level that affect the
ability to raise non-core resources.

Whereas overal UNDP's resource mobilization strategy will be driven by clearly articulated
principles, at the field level the specifics of the strategy are likely to vary country by country,
reflecting different country and regional circumstances. In some ways, each country has to
prepare its own resource mobilization strategy drawing upon lessons learned and an assessment
of how the key factors come together in a specific context. A special effort should be made to
understand better the obstacles to mobilizing non-core resources in regions/countries with the
highest needs and to develop appropriate strategies.

Traditionally, UNDP has been relying on the same cadre of donors repeatedly. As part of the
overal dtrategy, identification of emerging sources of financing (private sector, foundations) are
as essentid as the strengthening of UNDP partnerships with key bilateral and multilateral
agencies (especially IFIs). In that context the establishment of clear global agreements between
UNDP and donors should greatly facilitate smilar agreements at the country level.

A common and critical element will be the clear commitment and priority accorded by UNDP to
resource mobilization in support of key development priorities. This commitment has to be an
integral part of an overall organizational approach that, inter alia, conveys clear performance
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expectations that, given country diversity, should be individualy negotiated. To meet the
challenge of raising resources, the competencies and skills of UNDP's country office teams need
to be substantially upgraded focusing on:

Results orientation, with specia attention to the shift of emphasis from inputs to outputs
and outcomes and the consequences of UNDP's interventions in the larger development
context, beyond the immediate achievements of its programmes and projects. This
requires a broader understanding of the strategic partnerships necessary to influence
development outcomes in a given situation and a solid grasp of the techniques needed to
adequately plan for, measure and assess organizational performance.

Substantive and technical competencies in the thematic areas of priority for UNDP. The
attributes of the non-core emphasize competitiveness and responsiveness. In an
environment where donors have a choice to channel their development funds and where
governments are upgrading their own capacity and at the same time can select from a
wide array of service providers, there is no choice for UNDP but to develop an edge in its
substantive capacity to provide high-level policy advice. As it relates to UNDP country
offices, this capacity goes beyond what is envisaged with the establishment of the
SURFs, and there is a critical need to develop strong substantive networks and alliances
to access state of the art knowledge and expertise in the priority areas.

Leadership and entrepreneurship with emphasis on communication (interna and
externa), interpersonal skills and client orientation. These are the ingredients of a new
management culture essential for the organization to position itself in a competitive,
performance-oriented, “ opportunity-driven” environment.

5. Adapt systemsto increase UNDP’ s efficiency and accountability

An increasingly competitive aid environment presses UNDP to acquire the attributes that would
make it an atractive organization to “do business’ with, namely: responsiveness, speed,
performance, and accountability. Thisimplies the development of adequate operational tools and
systems.

Current execution modalities should be revisited and a broader set of options should be
considered, offering UNDP more flexibility in choosing the most appropriate modes of service
delivery. Specifically, a broader range of options from full direct management and
implementation at one end of the spectrum to full national management and implementation at the
other should be considered. As noted in the DEX evaluation, in some cases a direct delivery
approach may be the most cost-effective, considering all factors sich as speed of delivery,
nationa capacities and other issues. In other cases, more structured partnerships and delivery
methods may make the most sense. Country Offices or Headquarters could then determine and
select the most cost-effective delivery method, based on established criteria (e.g. business case or
cost-benefit analysis) Specid attention should be given to the use of sector-based development
partnerships, and to ongoing operational services partnerships (along models of public-private
sector partnerships, as discussed in the report.)

Financia systems, particularly as they relate to non-core, need to be upgraded. The upgrading of
these systems should incorporate: (1) a smplified system to account for and report on various
types of non-core resources, thereby enhancing transparency and accountability for these funds;
(2) afacility to anadyze non-core data with aregiona cut and country typology in order to provide
for a differentiated approach for analysis and resource mobilization; (3) a reliable system to
account for expenditures (particularly non-core) by thematic areas of priority—goals and sub-
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goals of the SRF; and (4) a cost/activity based accounting system to enable the organization to put
amore redlistic “price tag” on the cost of doing business, as opposed to the current 3 to 5 percent
currently charged, and alow for the design of a market-oriented approach to cost recovery.

Specificaly, UNDP should consider adopting a forma cost accounting policy, plus supporting
procedures and systems to measure and report on full costs of delivery. Costs would include the
full range of services provided by UNDP, from management and human resource costs to the
implementation of specific initiatives.

UNDP should redefine its policy on charging fees, particularly for non-core-related operations.
Fee schedules should reflect full costing but be flexible enough to take into account country-level
variances in costs and country specific market conditions.

UNDP should enhance its corporate memory on the experience of various regions/countries on
non-core resource mobilization and its capacity to analyze the enabling and constraining factors
with a view to share lessons learnt in support of a differentiated approach to resource
mobilization. This would include developing user-friendly databases to access and anayze
country-level information, as well as creating web-based platforms to share lessons and best
practices.
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X. Financia Attachment

Method of Analysis:

The main purpose of the evaluation of UNDP non-core resources was to analyze trends in the
application of non-core resources and their role in shaping UNDP' s developmental mandate. As
such, the analysis focused on changes in both magnitude and direction of not only non-core but
aso core resources for the period 1996-2000. Comparisons are made across regions and between
countries within regions on use of non-core resources to try and identify the differences in

resource mobilization of non-core resources.

Data for this analysis comprises mainly expenditure data which, was downloaded from the
BOM/Comptrollers's Office. The analysis was done using Excel software to generate outcomes
presented in the form of line graphs, bar charts and pie charts depending on the best graphic
representation of the outcome desired.

Trendsin Use of Non-Cor e Resour ces:

Figures 1 and 2 below represent the change in core versus non-core resources over the years
(1996-2000). The belief that non-core resources have emerged as a substantial funding source for
UNDP programmes is supported by the increasing trend in non-core resources compared to core
resources over the period. The increasing trend in non-core resources compared to the decline in
core resources therefore confirms the changing nature of development aid over the past 5 years.
For UNDP, the marked increase in non-core expenditures totaling 1.7 billion in 2000 represents
77% of UNDP stotal expenditure, which makes non-core resources a mgjor source of funding for

UNDP-assisted activities.
Figure 1: Core Vs Non-Core, 1996-2000 ;
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Figure 3: Growth Index for Non-Core Funding
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Figure 3 indicates that non-core resources have increased by 90 percent since 1996. The growth
in core resources on the other hand have been on the decline since 1996, but show no change in
growth in 2000 compared to 1996 as a base year.

Major Sources of Non-Core Funding and their Trends:

There are three magjor sources of non-core funding: Government Cost-Sharing, Third Party Cost-
Sharing and Trust Funds. Figure 4 represents the differences in the type of funding over the
years. Government cost-sharing emerges as the main source of financing, followed by Trust
Funds. Third Party funding also shows an increasing trend as a source of non-core funding over
theyears. Third Party together with Government cost-sharing contributed over $1 hillion to non-
core resources in 2000, compared to $667 Million in 1996. The increase in volume for oth
government and third party funding as sources for UNDP programmes has implications for
resource mobilization as well as UNDP country office capacity to mobilize non-core resources.

Figure 4: Trend of Source of Funds
1996-2000 (In Millions US $)
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Regional Distribution and Sour ces of Non-Core Funds:

Latin America is outstanding and emerges as the highest user of non-core resources for funding.
The regions with the lowest non-core expenditures in terms of actual dollar figures are, in order,
Europe and the CIS, Asia-Pacific and Africa, with $98 million, $135 million and $140 million,
respectively for 2000 (Figure 5). Africaand Asia Pecific region on the other hand emerge as the
largest users of core resources.

Figure 5: Core vs. Non-core per Region 2000
(in Million US $)
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Latin America has the biggest concentration of non-core resources representing 61% (Figure 6)
followed by the Arab States. In terms of core funds, Africafollowed by Asia and the Pacific have
the largest use of core funds in 2000, where core funds represented 43% and 34% of expenditures

respectively (Figure 7).
Figure 6: Percent Non-Core Expenditure by Region Figure 7: Percent Core Expenditure per Region
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Sour ces of Non-Core funding:

Figure 8 shows that the maor source of non-core funds per region. Latin America and the
Caribbean main source of funding comes from government cost sharing, a co-financing modality
in which UNDP resources can be supplemented by government resources and government loans
from the World Bank and other International Finance Agencies. In 2000, government cost
sharing accounted for 86% of total expenditures for Latin American region.

Figure 8: Non-Core Expenditure Types by Region 2000
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For Africa and the Arab States followed by Asia-Pacific regions, the major source of funding
comes from trust funds. The trust fund to the Arab states mostly goes to Iraq' s “food for Oil”
program and accounts for 85% of the total funds. For each source of funds, the big five countries
across regions are as presented in Figures 8-10 below.

Trust Funds

For Africa, the big five country recipients for trust funds include: Rwanda, Mozambique, Ivory
Coast, Angola and Mali most of which countries except Mdi are post-conflict countries. The
biggest five country recipients of trust funds irrespective of regions are Irag, Palestine, Rwanda,
China and Cambodia (Figure 9).
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Figure 9. Big Five Trust Fund Countries per Region
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Government Cost Sharing

The big government cost-sharing region isLatin America as aready indicated. Figure 10
illustrates this phenomenon in the big five cost-sharing countries, with the largest contributor as
Brazil, Argentina, Panama, Colombia and Peru (“the Big Five").

All other countries have very low to amost negligible use of government cost-sharing as a source

of funding.

Figure 10: Big Five Cost Sharing Countries per Region

RBLAC: Big Five in Govt Cost Sharing, 2000
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Third Party

The biggest user of third party funds irrespective of region is Colombia in Latin America
receiving about $20 million, which is 31 percent of its regional share. Mozambique in Africais
the next biggest beneficiary of third party funds in dollar terms receiving $13.1 million, which is
about 45 percent of the regiona share. Use of third party funds in all other countries across the
regions is less than $10 million in individua countries (Figure 11).

Figure 11: Big Five Third Party Countries per Region

RBLAC: Big Five Third party Recipients, 2000
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Sour ces of Fundsfor Countries Visited:

For the countries visited, Brazil and Honduras were the biggest users of government cost-sharing,
followed by Bulgaria. Almost dl 8 countries had minimal use of al types of funds except Laos
which had about $6 million in trust funds (Table 2).

Table 1: Non-Core Expenditures by Source for Countries Visited (In Million US $) 2000
Region Country Govt Cost-Share Third Party Trust Funds
RBLAC Brazil 180.72 5.91 8.16
Honduras 32.85 1.08 7.86
RBA Zimbabwe 0.83 0.97 0.59
Niger - 0.43 0.13
RBAP Pakistan 0.26 0.93 1.69
Lao Peoples Dem.R 0.75 2.89 5.91
RBAS Saudi Arabia 2.99 0.07 (0.32)
RBEC Bulgaria 11.03 2.32 0.37

The country samples also reflect the regiona disparity in use of government cost-sharing as a
main source of funding. Brazil and Honduras in Latin America show the highest amount in use
of cost sharing as well as trust funds compared to other countries. Bulgaria from the Europe
region is the only exception to this rule showing high use of government cost-sharing as its main
source of funding. Therest of the countries use very minimal to moderate levels of any type of
non-core financing.

Thematic Trends:

The biggest expenditure for both core and non-core resources goes towards poverty reduction and
the enabling environment for the last three years from 1998 to 2000. Out of the tota core
expenditure for 2000, 42% went to poverty and 30% to the enabling environment. Likewise for
non-core expenditure in 2000, 28% and 29% was spent on poverty and enabling environment
respectively. The least funded thematic area per type of fund is Gender (Figures 12-15). Figure
12 reflects a declining trend in funding for the environment using core funds between 1998 t0
2000. However, Figure 13 reflects an increased level of funding for the environment using non-
COre resources.
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Figure 13: Thematic Distribution for Non-Core
Expenditures

1998-2000
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Figure 12: Thematic Distribution for Core
Expenditures

1998-2000
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Figure 15: Percent Thematic Distribution for Non-
Core Expenditures 2000
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Figure 14: Percent Thematic Distribution
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Thematic Focus and Sour ce of Funds Per Region:

Figures 16-21 present the differences in sources of funding for different areas of focus per region.
The thematic focus for Africaand Asiais mainly poverty and the enabling environment, both of
which are mostly funded from core resources. The focus for Arab States is mainly on the
enabling environment funded by trust funds, while that for Europe is on poverty reduction,
enabling environment and other UNDP areas. For al the regions, the focus on gender as atheme

isvery minimal.
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Figures16-21: Thematic Focus Per Region

Figure 16: Thematic Focus for RBAP

Figure 17: Thematic Focus for RBA, 2000
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Data Limitations:;

Since data for the non-core trend analysis is retrieved mainly from the Comptrollers database
compiled in a different format for different purposes, there is a bit of difficulty in changing the
format of the data to suit the EO’s office non-core resource analysis. Also, updates of the data
cannot be accessed in a timely manner to make the analysis coherent and consistent.
suggested that the EO office provide a format @ the areas of interest to be captured by the
Comptrollers office asthey track the data.  The distinction in trust funds within various data sets

is particularly noteworthy for consistent recording.
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For this particular analysis, there was lack of a consstency in data formats from the different
sources to facilitate updates of resources. For example, the ROAR 1999 presentation of goals and
use of non-core and core resources was not the same as the ROAR 2000 data set. As such, data
had to be generated to reflect consistency in reporting on the same variables.

Summary:

The current analysis provides evidence for the important role of non-core resources as a major
source of funding for UNDP programmes. This phenomenon was reflected not only in regions
but for thematic areas as well. The main thematic areas being funded are poverty and the
enabling environment that is consistent with UNDP's priorities. Out of the three main types of
norn-core resources, government cost sharing emerged as the key source of funding for most
regions and countries, especially Latin America
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ANNEX A

Evauation of UNDP Non-Core Resources
Termsof Reference

l. Context

The UNDP Executive Board in decision 98/2 requested the Administrator to submit at its annual
session 2001 “an evaduation, in consultation with programme countries, relevant units of te
United Nations system and with members of the Board, on all aspects of activities funded by non-
core resources, including government cost-sharing, and on their impact on national capacities,
particularly concerning the modalities applied by the United Development Programme’”.

Non-core resources have emerged as a substantive source of funding for UNDP-assisted activities
in the last decade. The overall contribution to non-core resources in 1999 totaled $1.69 billion, of
which 58% or $989 million accounts for government cost-sharing (from the host governments’
own resources or loans from International Finance Institutions [IFI]). Third party cost-sharing
(grants to the host governments from donors or international finance institutions) accounted for
$192 million or 12%; and trust funds and Management Service Agreements (MSAS) represented
20% and 8% with $329 million and $132 million respectively. Between 1998 and 1999, third
party c?st-sharing contributions emerged as a growing source of non-core, with an increase of
43.3%.

In 1996, afirst evaluation of UNDP s non-core resources and co-financing modalities was carried
at the request of UNDP' s Administrator. According to its Terms of Reference, the purpose of the
evaluation was to “mount a formative (forward-looking) exercise that will review the strengths
and weaknesses of the use of these [co-financing] modalities.” The results of the evaluation were
presented to the Executive Board, which felt at the time that some areas covered were in need of
more in-depth analysis.

Since then, and since the 1998 Board decision, UNDP has undergone a mgjor transformation with
the introduction of Results Based Management (RBM), the Multi Y ear Funding Framework

(MY FF), the Strategic Results Framework (SRF) and the Administrator’s new vision for the
organization. Thisvision expressed in the Administrator’s Business Plans 2000 redefines UNDP
as a“trusted and leading partner of programme countries in overcoming their development
challenges through swift, high quality support in proven areas.” It refocusesthe agency asa
strong advocate for human development, working as an advisor and co-coordinator of
development activities and resources, serving the least devel oped, moving upstream, and
addressing emerging development needs.

The issue of funding remains key to this transformation. However, the old paradigm that
governed the way core and non-core funding was considered is giving way to a more dynamic
one where both sources of funds are now considered together as an integral package to further
UNDP's renewed mission, in the framework of the MYFF. In his statement to the Executive
Board on funding commitments (April 4, 2000), the Administrator emphasized “the need to

8 Source: Annual Review of the Financial Situation, 1999 — Report of the Administrator — DP/2000/29
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overcome the Board's ambivalence about non-core through looking specifically at a transparent,
dynamic strategy that clearly aligns non-core behind the same goals as the core’.

The implementation of the new vision for UNDP also entails a substantia shift in the profile of
country offices and their capacity to respond to the demands placed on them. Equally important
is the redlization that some of the existing modalities and procedures may no longer be suited to
promote the new directions of the organization.

All of these issues are now at the center of extensive discussions between UNDP and its
Executive Board, in the broader context of follow-up to the Ministerial Meeting on UNDP, and
the need to mobilize additiona resources behind the MY FF.

The evauation will provide substantive inputs into the debate. Its findings and recommendations
will elicit a management response which, in turn, will be used as a platform to highlight policy
iSsues germane to non-core resources.

. Purpose

The objective of the evaluation is to provide UNDP and the Executive Board with a clear analysis
of UNDP non-core activities and their value-added to the developmental mandate of the
organization.

In order to fulfill this objective, the evaluators will be requested:

1 To analyze the trends in the various non-core modalities applied by UNDP and
review the key issues involved;

2. To highlight the lessons learnt from the above analysis.

3. To identify successful experiences and their potentia for replication.

4 To explore the existing concepts of implementation/execution and make operational
recommendations on their role vis a vis the organization's shift towards a more
policy-oriented advisory role.

The analysis, data and operational recommendations presented by the evaluation will provide a
basis for UNDP s strategy and policy on the organization’s approach to non- core funding.

1. I ssues to be addressed by the Evaluation

In order to determine issues of particular relevance for the evaluation, the Evaluation Office has
conducted informa interviews with selected members of the Executive Board and UNDFP's
managers. Theseissuesfal in the following categories:

1. Alignment of non-core with the organization's mandate. This issue has been arecurring
concern in the Executive Board. UNDP sfirst Results Oriented Annual Report (ROAR)
reveals that non-core expenditures appear to fall within the same priority areas as the core
— “the ranking of the seven most important sub-goals is not dramatically affected when
comparing core with non core expenditures, perhaps indicating growing success by
UNDP in maintaining its core priorities, even if there are substantial differences in the

6/15/01 56



overall share in tatal expenditures at the goa level.’ Further analysis showed that a
growing amount of the non-core resources are being used in the area of governance,
underlining the trusted role UNDP is being called upon to play in this area. Evaluators
will be required to:

= provide evidence on the use of non-core funds and their role in the pursuit of the
organization’s objectives,

= highlight the areas where non-core funds are utilized in cases of non-alignment with
the organization’s mandate. In such cases, it will be important for the evaluators to
demonstrate whether or not these areas offer new opportunities for the organization
and add value to its role in programme countries.

2. Non-core funding and national capacity building. Capacity building is an area where
UNDP is concentrating the bulk of its efforts. As evidenced in the MYFF, 70% of UNDP
generic outcomes fall in that category — core and non-core resources combined. The
evaluation will examine the relationship between non-core funding and nationa capacity
building, particularly:

= theimpact of non-core on the development of nationa capacity;
= the extent to which non-core modalities foster or hinder national capacity building.

3. Resource mobilization. Statistics show that there are large variations in the use of the
non-core modality worldwide. The evaluators will analyze:

= the trends in the use of the various moddlities and the relationship between
countries’ political and socio-economic context and the use of specific modalities;
= the potential for replicating successful experiences,

4. UNDP's capacity. The issue of resource mobilization is closely linked to UNDP's
capacity to provide quality services in an efficient manner and to seize opportunities as
they arise. The organization’s shift towards provision of advisory services and the
renewed accent on speed and flexibility requires a fresh look at the capacity of country
offices to mobilize these resources and a the existing systems of
implementation/execution. The evaluation will:

= ook at the capacity of UNDP country offices to mobilize non-core resources and
highlight the performance related elements needed to better respond to emerging
challenges,

= compare UNDFP's systems of implementation with those of other relevant UN
agencies,

= assess the strengths and weaknesses of UNDP's current system (Nationa Execution,
Agency Execution including UNOPS, Direct Execution (DEX) [this assessment
should focus on the merits of the system as a whole and not become a comparative
study of each moddlity]

[Note: when looking a DEX, the evaluators will base their analysis on the conclusions of the
DEX evauation currently under way. The Evaluation Office will ensure that DEX findings are
appropriately fed into the non-core evaluation]

® Source: UNDP Results-Oriented Annual Report 1999.
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5. Codt-recovery system. On this operational issue, the question relates to the most

appropriate implementation methods and the associated costs to be supported by UNDP.
Given the fact that UNDP is competing in new “markets’, operational aspects need to
adapt and the evaluation team will be requested to make recommendations on the most
appropriate “market-oriented” approach to cost recovery.

In accordance with the Executive Board Decision 98/2, the above issues will be addressed in the
context of the following modalities used by UNDP:

V.

Cogt Sharing, where contributions are incorporated into UNDP's accounts.
0 Host government cost sharing from the host governments own resources or from
International Finance Institutions (1Fl) loans.
0 Third party cost sharing, from grants to the host government, from International
Finance Ingtitutions and /or donors.
Trust Funds which are established for particular purposes and donors contributions
maintained separately in UNDP's accounts, such as Capacity 21, and GEF.
Parallel Financing where UNDP agrees with one or more donors to finance an activity
but each party administersits own funds.
Government Contribution Local Office Costs (GLOC) which are contributions of the host
governments to the cost of the Country Officesin either local currency of US Dallars.
Non-core contributions to UNDP- administered trust funds: UNCDF, UNV, UNIFEM;
Management Service Agreements.

M ethodology

The evaluation will be carried out in severa phases:

Desk review of relevant documentation.

Informal sessions with the Executive Board.

Consultation with Regional Bureaux and other relevant UNDP Bureaux/Offices,
Preparation of aframework for the evaluation;

Country vigits. Criteriafor selecting countries to visit are:

- adequate geographical representation;

- appropriate mix of country typology (LDC, middle income, NCC);

- countries with large cost-sharing and countries with low cost sharing.

Proposed countries:

Latin America and the Caribbean: Brazil, Honduras
Africa Niger, Zimbabwe

Asiaand the Pacific: Pakistan, Laos

Arab States. Saudi Arabia

Europe and the CIS; Bulgaria

» Presentation of preliminary findings to the EO and relevant UNDP managers.
» Find draft report and debriefing of relevant stakeholdersin New Y ork.

V. Composition of the Team

The evauation team will be comprised of three external consultants including a team leader.
Their combined backgrounds will be in public and private sector finance and development
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economics, Given the diversity of countries to be visited, the team members will have commend
of amix of languages, including English, French and Spanish.

An analyst will be hired to support the team with compilation and interpretation of material and
financia data

V1. Timetable

The evaluation will start in January 2001. A first draft report is expected early April 2001 and the
final report by end-April 2001. The evaluation report will be presented to the Executive Board at

its June 2001 session.

VIl.  Management

The UNDP Evaluation Office will finance and manage the evaluation.
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ANNEX B

Executive Board Decision 98/2

1. Recdls- Genera Assembly resolutions 47/199, 50/120, 50/227 and 52/203, Economic and
Socia Council resolution 97/59, and its decision 90/14, 95/23 and its decision 97/15 on change
management, particularly paragraphs 9 and 10 thereof;

2. Welcomes the report of the Administrator (DP/1999/3) and takes note of the comments made
thereon by delegations;

3. Redffirms that the fundamenta characteristics of the operationa activities of the United
Nations Development Programme should be, inter dia, their universal, voluntary and grant
nature, their neutrality and their multilateralism;

4. Emphasizesthe role of the United Nations Development Programme as a devel opment partner
and facilitator in responding to development needs, including the assistance in mobilizing funds
in support of programme country development priorities from al available sources,

5. Recalls that core resources are the bedrock of the United Nations Development Programme
and that they ensure universality, predictability, neutrality and multilateralism at the United
Nations Development Programme as well as the ability to respond in a flexible way to the needs
of programme countries, in particular those of least developed countries and low-income
countries,

6. Expresses deep concern on the decline in core resources and the negative impact of this
decline on the future work of the United Nations Development Programme and requests that the
respective proportions of core and non-core resources be kept under review;

7. Recognizes the importance of non-core resources, including cost-sharing and non-traditional
sources of financing, as a mechanism to enhance the capacity and supplement the means of the
United Nations Development Programme to achieve the goals and priorities specified in decision
94/14;

8. Resaffirms the role of the United Nations Development Programme at the country level in
providing a range of support services for nationa execution and the implementation of the
projects of the United Nations Development Programme, including those funded by non-core
resources, within the parameters below:

(&) Support will be provided only at the request of programme country Governments,

(b) Support will be provided only for activities within the country cooperation framework
and the sustainable human devel opment framework;

(c) Support will be provided based on a thorough capacity assessment of the executing
agent, particularly with regard to administrative and operational management capacity
and with regard to full accountability for funds managed by the United Nations
Development Programme;
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(d) Support will be accompanied by appropriate capacity-building measures, including
clear exit strategies to ensure that long-term capacity-building objectives are achieved,

(e) Aspart of the revision of the national execution procedures, appropriate instruments
will be put in place to improve the monitoring and the evauation of such services,
including obligatory annexes to al project documents stating the nature and scope of
such support as well as the functions and responsibilities of the parties involved,

(f) At the request of the Government of the programme country, the United Nations
Development Programme will take systematicaly into account services that can be
provided by United Nations specialized agencies or other relevant execution,
implementing and procurement agents;

(g) In accordance with Executive Board decision 94/28, the role of the United Nations
Development Programme as executing agent shall remain limited to countries in specia
circumstances and apply only when it can be demonstrated that it is essentia to safeguard
the full responsibility and accountability of the Administrator for effective programme
and project delivery;

9. Requests that, when the United Nations Development Programme develops, implements and
manages activities funded by non-core resources, in an integrated, transparent, flexible and
accountable manner, the additiona costs resulting from non-core-funded activities be fully
recovered and requests also that these activities and their support costs be systematically
identified in the cooperation frameworks;

10. Requests the Administrator to submit to the Executive Board at its annua session 2001 an
evauation, in consultation with programme countries, relevant units of the United Nations system
and with members of the Board, on al aspects of activities funded by non-core resources,
including government cost-sharing, and on their impact on national capacities, particularly
concerning the modalities applied by the United Nations Devel opment Programme;

11. Decides to keep the trends and impact of non-core resources under close review and to this
end requests the Administrator, in the context of his annua report, to provide comprehensive
information thereon, including on their amount, origin, destination and influence on
programming.
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ANNEX C

LIST OF INDIVIDUALS CONSULTED

Office of the Administrator

Mark Malloch Brown
Zéphirin Diabré
Bruno Pouezat

Operations Support Group (OSG)
Herbert M’ cleod

Bureau for Development Policy (BDP)

Christopher Ronald

Bureau of Management (BOM)

Jan Mattson

Gilbert Houngbo
Romesh Muttukumaru
Johnannes Swietering
Mitsuhiko Inaba

Julie Anne Mgjia

Administrator
Associate Administrator

Specid Assistant to the Associate Administrator

Director

Acting Group Leader, Operations and
Applied Research Group

Assistant Administrator and Director
Director

Director

Director

Policy Specialist/Special Assistant

Bureau for Resources and Strategic Partner ships (BRSP)

Bruce Jenks
John Hendra

Nichola Harrington
Emergency Response Division (ERD)
Omar Bakhet
Evaluation Office (EO)
Khaid Malik

Nurul Alam
Christine Roth

Director

Deputy Director and Director of
DivisionforResource Mobilization (DRM)
Deputy Director, DRM

Director

Director
Deputy Director
Senior Evaluation Advisor

Office of Audit and Performance Review (OAPR)

James Currie
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Directorate (UNCDF)

Albéric Kacou Deputy Executive Secretary
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